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World-leading forestry operations illustrate Deere’s high aspirations for itself. It's mare productive, and by preserving areas for reforestation, it
global expansion. More than half of the company's forestry sales come from also helps make a positive environmental statement.”

outside North America, often from areas seeing a strong increase in demand. ) L ' ,
While full-tree harvesting is still the dominant method, logging

One market with bright prospects is Russia, home to some of the world’s systems in Russia are gradually converting to cut-to-length technology,
largest, but least-harvested, forests. “The supoly of timber in Russia is virtually which optimizes timber utilization. In either case, Deere’s advanced
unfimited, yet only a small fraction is being harvested,” says Esa Lénsitalo, forestry products, such as the newly introduced 803J tracked fefler
head of forestry marketing and sales. “That supply, plus a drive for mecha- buncher shown here, are working to meet the world's increasing need
nization and more modern equipment, is creating a great growth opportunity.” for wood while helping safeguard the environment, In short, John
Deere is uniquely positioned to serve the Russian market, he says, because of Deere’s forestry operations are playing a vital role in the company’s
its established sales and service organization, healthy customer relationships global growth story.

and outstanding brand reputation. “Plus, we offer equipment in a class by

John Deere Management Team. From left: Samuel Allen, David Everitt, James Jenkins, Robert Lane, John Jenkins, Nathan Jones,
H.J. Markley and Jon Volkert. Shown with the John Deere 8530, the most powerful row-crop tractor ever, new for 2006.
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Deere & Company had another strong year in 2005. Our actions to build,
and grow, a great business helped drive sales and earnings to record highs
for a second consecutive year.

Planning for growth, we continued bringing advanced new products to
market and introduced the power and value of the John Deere brand to a
growing global audience. Although our results do not yet measure up to
our aspirations, they do provide evidence of our progress building a
performance-driven organization — one that aims to produce solid profits
and superior investor value in all types of conditions.

For last year, fiscal 2005, Deere reported net income of $1.447 billion
on total net sales and revenues of $21.93 billion. Compared with 2004,
earnings increased 3 percent on a 10 percent gain in revenue. On a per
share basis, carnings were up 6 percent,

Both our construction and forestry business and our credit operation
had record results for the year. Our agricultural-machinery division
remained strongly profitable but was affected by slowing markets in
Europe and a sharp downturn in Brazil. In commercial and consumer
equipment, sales of commercial mowers and golf and turf equipment
showed gains, though dry weather lowered demand for riding lawn products.

Investing for Disciplined Growth

With a renewed focus on innovation, John Deere remains well-
positioned to fund the research and capital projects necessary to support
future growth. As a result of our progress in controlling assets and costs,
the company is producing strong returns and healthy levels of cash flow.
On an enterprise basis, SVA was $938 million last year with cash flow
from equipment operating activities totaling $1.7 billion. SVA, or
Shareholder Value Added, is the difference between operating profit and
an implied pretax cost of capital. Since 2001, it has been a major
guidepost in setting our performance aspirations, running the company
and charting its future direction. (For more on SVA, see pp. 6-8.)

. Our progress managing assets has been particularly dramatic. Last
year, field and company-owned inventories held steady in dollar terms
and reached their lowest point as a percent of sales in recent times.
Compared with 1998, our peak year from the last decade, Deere sales
have increased by $7.5 billion while total field and company inventories
have edged lower, That's a sales increase of about 60 percent over the
seven-year period without a single dollar of system inventory being added.

Reflecting confidence in the durability of our recent successes and in
our cash-generating capability, the company increased the quarterly
dividend rate in 2005 and repurchased almost 14 million shares. Last
month, we announced a further dividend increase — now up 77 percent
in two years — as well as plans to buy back up to 26 million more shares.

Gaining From Aligned Teamwork

Another major reason for Deere's recent results is the shift taking
place in the mindsct of our employees, based on improved alignment
and teamwork. Deere employces are tightly aligned with our business
objectives and are being evaluated and compensated accordingly.
Virtually all 21,000 of our salaried employees worldwide follow detailed
performance plans tailored to their own responsibilities and development
potential. The plans spell out how each individual's efforts contribute to
meeting unit and company goals

A new compensation system, which marked its second full year in 2005,
helps ensure this alignment. Bonus payments to salaried employees are tied
to operating return on assets or return on equity in our financial services
operations. Further performance awards are possible for thousands of
management employees around the world when returns exceed the cost of
capital over a multi-year period. On the hourly side, most employees are
eligible for additional pay based on improved productivity, which has
jumped by 9 percentage points worldwide in the past two years.

In any number of ways, John Deere is establishing a more results-based
culture, which leverages the skills of our people. This, in turn, drives the
performance of our businesses and the value of your investment.
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Executing Our Plans for Growth

Deere is stepping up its emphasis on growth, targeting average SVA
gains of 6 to 7 percent a year over the business cycle. It's an ambitious
goal, which will take higher sales to achieve.

Extending our brand to a wider worldwide audience remains a top
growth priority. Last year, sales outside the LS. and Canada, which
have doubled since 2001, showed a further increase and the company
gained market share in many key areas.

Because developing parts of the world are likely to play an especially
big role in Deere's future, the company made investments in a number
of these areas in 2005. For example, in spite of last year's downturn,
we still regard Brazil as a top growth prospect. That's one reason our new
tractor plant under construction in Montenegro has such significance. It
will put Deere in position to produce both a higher volume of tractors
and a broader range of models, especially in the higher-horsepower class.

Deere is also expanding its presence in Russia, where we are bringing
much-needed advanced technology. The nation is regarded as an attractive
sales-growth venue for our world-leading forestry operations (see sidebar,
inside front cover) and also holds considerable promise as a source of
increased sales of farm machinery. Most recently, our efforts in Russia led to
the opening of a seeding-assembly plant, which began production in 2005.

What about the emerging markets of India and China? In 2005, the
company purchased virtually all the remaining interest in its Indian
tractor venture while our new technology center in Pune progressed
on schedule. Slated to open in 2006, the center will provide information
services, engineering and supply management support to our worldwide
operations. In China, Deere assumed full ownership of its combine
manufacturing operation and broke ground for a wholly-owned drivetrain
component factory.

In another important development, a new business unit was formed in
John Deere Credit primarily to help our agricultural customers profitably
harvest the steady winds flowing above their property. These investments
in wind energy show great promise as we seek to more fully serve our
customers, those linked to the land.

Expanding Our Customer Base

Reaching new customers is another cornerstone of our growth
strategy. Here, too, opportunity looms large. John Deere is well-known
for leadership in the flagship categories of high-horsepower tractors and
combines. We're building on that preeminent position and extending it
to other product segments such as spraying and large-scale baling, Our
model 4720 and 4920 self-propelled sprayers (see sidebar, p. 5) have put
John Deere on the map as a major supplier to custom-spray applicators in
a very short time. We're planning to bring similar innovation to the
commercial hay sector, relying on John Deere's formidable strengths of
engineering, marketing, distribution and product support.

By the same token, we've broadened our offerings on the smaller end
of the scale, notably in compact and utility tractors, skid steer loaders and
utility vehicles. That's in response to increasing demand from part-time
farmers and large property owners, both of which comprise a key part
of our expanding customer base.

Products and services for commercial mowihg and landscaping con-
tractors also are experiencing good gains. John Deere Landscapes, for
example, continues to add stores and grow profitably. In less than five
years of operation, it has become the largest wholesale distributor of
irrigation, nursery and landscape materials in the U.S.

Deere also sees significant opportunity for growth in construction
equipment, where we've been adding bigger, bolder and more productive
pieces of machinery for some time. New products like the 800C excava-
tor and 870D grader are helping us make inroads with a major focus of
our marketing efforts: large construction contractors. This small group —
roughly 10 percent of total contractors — buys over half of the construc-
tion equipment sold in the U.S. These customers are increasingly seeing
more of their machinery carry the John Deere name and we are planning
further large-model rollouts in 2006 to meet their needs.

In John Deere's case, growth is about more than machinery. It also
includes innovative technology and services. One example is the newly
formed intelligent mobile-equipment technology group. Its products based
on core global-positioning technology help customers measure harvest
yields, control seeding and spraying rates, and keep various forms of equip-
ment on a precise course. During the year, the unit introduced an advanced
version of its automated guidance system, which can direct a tractor or
other vehicle with even greater precision.

Yet another operation rooted in the company's technical prowess is
John Deere Agri Services, formed in 2005 by combining several previously
separate businesses. Agri Services is focused on-developing, marketing
and delivering innovative services, notably those related to agricultural-
ingredient quality and input efficiency. In our view, both John Deere
Intelligent Mobile Equipment Technologies and Agri Services have solid
prospects for increased sales and SVA contribution.

John Deere has long been known as the brand of choice for farmers
in the U.S. and Canada whose livelihood depends on powerful, highly
productive tractors and combines. Now we are accelerating our plans for
bringing that same success to other geographic areas, as well as to new
customer segments with attractive growth potential.

Profiting With a Record of Citizenship

All of us are proud to be part of a team that takes its responsibilities
as a leading corporate citizen seriously — and citizenship is about far more
than philanthropy. Most importantly, it reflects our company's longstand-
ing success employing and training talented people of integrity, and
contributing to a higher quality of life around the world with productive
machinery and innovative services.




A prime example of how product innovation is driving
higher sales, the John Deere 2500 E greens mower is the
golf and turf industry’s first mower that uses hybrid technology.
Result: Lower noise and better fuel efficiency but plenty of
power (18-hp). Plus, there’'s much less chance of damaging
hydraulic leaks thanks to a 70% reduction in potential leak
points. The 2500 E saw strong customer response in 2005,
its first year on the market,
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Nothing says more.about the kind of company we are than our
employee-safety record, which is an excellent one. John Deere factories
are among the safest in the world — and they became even safer in 2005.
The company's lost-time frequency rate improved by a further 17 percent
and was in line with historic lows.

Building on a tradition of stewardship, the company has continued
to develop product solutions that are less disruptive to the surrounding
environment. Deere's newly introduced Tier 3-compliant PowerTech
Plus engines use the latest technology to deliver better fuel economy and
more power while meeting stringent emissions regulations, In another
case, the company in 2005 became the first equipment manufacturer to
use biodiesel as a factory fill at its U.S. manufacturing locations. As a
result, virtually all John Deere tractors, combines and other diesel-
powered machinery are fueled with a clean-burning, renewable blend of
biodiesel before being shipped to dealers.

Complementary to the actions listed above, the John Deere Foundation
announced a §3 million donation to KickStart, an organization that helps
subsistence farmers in Africa become more productive and profitable. In
addition, Deere and its employees contributed generously to relief efforts
associated with [ast year's Asian tsunami, hurricanes and other natural
disasters.

Sustained corporate responsibility is as much a part of John Deere as
green and yellow. It has never been more timely as we aim to deliver the
exceptional results expected by investors and by the families and
communities of which we are a part.

Setting a Higher Standard
Whichever way you look at John Deere today — serving customers,
tightening our cost and asset structure, or charting a course for sustain-
able, profitable, growth — we are raising the bar. Some time ago, we

targeted everyday performance on a par wi
our previous best. With results like we've seen th
past two years, we're definitely headed in that du‘ectw

True, our goals are ambitious. But they're hardly out of reach for a
company like ours, Deere people are unmatched in their commitment
and market knowledge, while our product-support system and dealer
network are second to none. They're a big reason so many farmers,
contractors and homeowners — often spanning multiple generations —
have become John Deere customers.

As we look to the future, our goal remains to build, and indeed to
grow, a business worthy of the products we make and the people who
make them. Certainly, there's plenty of challenge ahead. Yet we're
confident our disciplined efforts to create an even more resilient,
growth-oriented enterprise are on track and will provide benefits to
all with a stake in our success for years to come.

December 20, 2005

Sincerely,

UL

Robert W, Lane
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Deere Enterprise Shareholder Value Added - SVA (MM)
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(For more on the computation of SVA, see p. §.)

Financial Services - SVA (MM)

2005 Highlights

Reflecting a sharp focus on profitable growth, plus a continuing
emphasis managing costs and assets, Deere-enterprise
Shareholder Value Added, or SVA, totals $938 million for year ~
second-highest in company history. (SVA is operating profit less
an implied charge for capital.)

Total company operating profit is $2.374 billion, virtually identical
to record of prior year, in the face of slowdown in certain market
segments. Results for construction and forestry and John Deere

Credit reach new highs.

Equipment operations have operating return on:gperating assets,
or OROA, of 22.2%, based on operating margin of 9.5% and
asset turns of 2.3 times. (Tumns are fully twice lave! of 2001.)

Strong customer response fo quality and value of John Deere
products helps company achieve price realization of 4 points,
more than offsetting impact of higher raw-material costs.

12 manufacturing units in the U.S., Mexico and Europe certified
in the Deere Production System, a framewaork of principles, best
practices, commaon tools and training designed to facilitate
build-to-demand capability.

Financial Services net income reaches $345 million, a new
high, thanks to improved performance by credit. and health
care operations.

05 — | 804

04 — $33
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2005 Highlights

Partfolio growth and superior portfolio quality drive John Deere
Credit net income to record $317 million.

Managed portfolio grows to $20.3 billion on increased volumes in
wholesale and retail financing.

Credit losses — 0.17% — are lowest in recent times.

Credit finances more than $100 million of John Deere equipment
sales in Russia, Kazakhstan and Ukraine with suppart from export
credit agencles and other providers of credit enhancements.

Targeting Growth

Highly successful Farm Plan revolving-charge product enhanced,
with changes including customized merchant marketing programs.

Credit invests in wind-energy projects in Minnesota
and Texas, providing project development and debt financing to
customers in the alternative energy industry.




Agricultural Equipment - SVA (MM)
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Construction & Forestry - SVA (MM)

2005 Highlights

Sales increase 9% to $10.57 billion; operating profit totals $970
million with help from higher shipments and price realization.

Majar new-product intreduction for model-year 2006 features John Deere
8530 tractor; most powerful row crop tractor ever (275-hp) allows operators
to get more done in less time. Equipped with new 9.0-liter engine, tractor is
more fuel-efficient than previous model.

Sales outside U.S. and Canada show further increase and remain strongly
profitable, reflecting success of company efforts to expand global presence.

Targeting Growth

Company purchases remaining ownership interest in Chinese combine
factory and virtually all the remaining interest in its Indian tractor venture.

Ground broken in Tianjin, China, for wholly-owned drivetrain component
facility; will provide transmissions for small John Deere tractors worldwide.

Advanced precision-guidance product introduced, which can direct equip-
ment in the field with sub-inch accuracy.

2005 Highlights

= Sales jump 24% on continued strong demand as operating profit reaches
record $689 milfion. .

« 21 new and updated products, including tine of compact track
loaders aimed at new markets, introduced at the industry's
largest trade show.

= Production of articulated dump trucks (ADTs) begins at Davenport, lowa,
factory, capitalizing on growing market opportunity in U.S. and Canada.

« John Deere green and yellow color scheme adopted for forestry products;
move promotes brand continuity and improved awareness.

Targeting Growth

= As part of a highly successful effort to reach major contractors, Deere
introduces its largest-ever loader, the 844J, with 7-cubic-yard capacity.

= Agreement signed to be priority supplier for Russia's largest pulp
and paper manufacturer; marks important step in building presence in
aftractive Russian forestry market.

Commercial & Consumer Equipment - SVA (MM)
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2005 Highlights

Sales and operating profit decline mainly due to weather-related slump in
consumer lawn equipment.

With support from advanced new products, sales of commercial mowers,
golf and turf equipment, and utility vehicles move higher.

Select Series line of premium riding lawn equipment introduced for 2006;
redesign marks major reduction in product complexity — number of models
and parts down by more than half vs. previous models.

Deere partners with premium homebuilder in North Carolina to provide
landscaping, irrigation systems and John Deere equipment as part of new
home purchases.

Targeting Growth

Supplementing strong sales delivered through The Home Depot, mass-channel
marketing effort being expanded. Beginning in 2006, Lowe's stores also will
carry the John Deere brand.

John Deere Landscapes sees strong improvement in results; gains




Deere Equipment Operau‘on.s, to create and grow SVA, are targeting an operating return on average
operating assets (OROA) of 20% at mid-cycle sales volumes in any given year — and other ambitious
returns at other points in the cycle. (For purposes of this calculation, operating assers are average
identifiable asscts during the year with inventories valued at standard cost.)

Deere Equipment Operations

$MM unless indicated 03 04 05
Net Sales 13349 17673 19401
Op Profit 708 1905 1842
Avg Assets ’

With Inventories @ Std Cost 6925 7477 8312

With Inventaries @ LIFO 5965 6482 7248
0ROA % @ LIFO 11.9 29.4 25.4
Asset Turns (Std Cost) 193 2.36 2.33
Op Margin % x 5.30 x10.78 x 9.49
OROA % @ Standard Cost 10.2 25,5 22.2
SMM 03 04 05
Avg Assets @ Std Cost 6925 7477 8312
Op Profit 708 1905 1842
Cost of Assets - 831 - 897 - 998
SVA (123) 1008 844

SVA: Focusing on Growth & Sustainable Performance

Shareholder Value Added (SVA) — essentially, the difference between operating profit and
pretax cost of capital — is a metric used by John Deere 1o evaluate business results and

measure sustainable performance.

In arriving at SVA, each equipment segment is assessed a pretax cost of assets — 12% of
average identifiable operating assets with inventory at standard cost. (Standard cost approxi-
mates FIFQ.) Each financial-services business (credit and health care) is assessed 2 cost of
equity — approximately 18% to 19% pretax on a blended basis. The amount of SVA is deter-
mined by deducting the asset or equity charge from operating profit.

Additional information on these metrics and their relationship to amounts presented in accordance
with GAAP can be_found at our Web site, wuny. JohnDeete.com.

Note: Some totals may vary due to rounding.

Agricultural Equipment

Financial Services

$MM unless indicated 03 04 05 . . .

Deere Financial Services,
Net income 330 309 345 to create and grow SVA, are targeting
Avg Equity 2177 2265 2227 an after-tax return on average
ROE % 152 136 155 equity of approximately 13%.
SMM 03 04 05 The Financial Services SVA metric is
0p Proft 504 471 532 calculated on a pretax basis, with cer-
Change In Allowance tain adjustments. Operating profi
For Dauttful Receivables 17 @8 (12) is adjusted for changes in the
SVA Income 521 463 520 allowance for doubtful receivables,
Avg Equity 277 2285 ezt while the actual allowance is added
For Doubil Recsasies 160 165 150 to the equity base. These adjustments
SVA Avg Equity 9337 2430 2377 are made to reflect actual write-offs
SVA Income 51 183 520 in both income and equity.
Cost of Equity - 431 - 430 - 426

oA nn no nAa

$MM unless indicated 03 04 05
Net Sales 7390 977 10567
Op Profit 329 1072 970
Avg Assets

With Inventories @ Std Cost 3624 3755 4296
With Inventories @ LIFO 3028 3128 3612
OROA % @ LIFO 109 343 26.9
Asset Tums (Std Cost) 2.04 2.59 2.46
Op Margin % x 445 %1103 x9.18
OROA % @ Standard Cost 9.1 285 226
MM ' 03 04 05
Avg Assets @ Std Cost 3624 3755 4296
Op Profi B 29 1072 970
Cost of Assets - 435 - 450 - 516
SVA (108) 622 454
Construction & Forestry
$MM unless indicated 03 04 05
Net Saies 2728 4214 5229
Op Profit 152 587 689
Avg Assets

With Inventories @ Std Cast 1607 2015 2244
With inventories @ LIFO 1451 1863 2082
OROA % @ LIFO 10.5 315 331
Asset Turns (Std Cost) 1.70 2.09 233
Op Margin % X 5.57 x13.93 x13.18
OROA % @ Standard Cost 95 29.1 307
$MM 03 04 05
Avg Assets @ Std Cost 1607 2015 2244
Op Profit ’ 152 587 689
Cost of Assets -193 - 242 - 269
SVA 41) 345 420
Commercial & Consumer Equipment

$MM unless indicated 03 04 05
Net Sales 3231 3742 3605
Op Profit 227 246 183
Avg Assets

With Inventories @ Std Cost 1694 1707 1772
With Inventories @ LIFO 1486 1491 1554
OROA % @ LIFO 15.3 16.5 11.8
Asset Tums (Std Cos) 191 219 2,03
Op Margin % x7.03 x 6.57 % 5,08
OROA % @ Standard Cost 134 4.4 10.3
$MM 03 04 05
Avg Assets @ Std Cost 1694 1707 1772
Op Profit 227 248 183
Cost of Assets -203 - 205 -213

(30)

SVA 24 41
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MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS FOR THE YEARS ENDED
OCTOBER 31, 2005, 2004 AND 2003

OVERVIEW

Organization

The company’s Equipment Operations generate revenues and cash
primarily from the sale of equipment to John Deere dealers and
distributors. The Equipment Operations manufacture and distribute
a full line of agricultural equipment; a variety of commercial and
consumet equipment; and a broad range of construction and
forestry equipment. The company’s Financial Services primarily
provide credit services and managed health care plans. The credit
operations primarily finance sales and leases of equipment by
John Deere dealers and trade receivables purchased from the
Equipment Operations. The health care operations provide
managed health care services for the company and certain outside
customers. The information in the following discussion is presented
in a format that includes information grouped as the Equipment
Operations, Financial Services and consolidated. The company
also views its operations as consisting of two geographic areas,

the U.S. and Canada, and outside the U.S. and Canada.

Trends and Economic Conditions

The company’s businesses are currently affected by the following
key trends and economic conditions. Although the farm sector

is expected to remain in solid financial condition, industry sales

in the U.S. and Canada are forecast to be down 5 to 10 percent
in 2006. In other parts of the world, industry retail sales in
Western Europe and South America are each forecast to be down
approximately 5 percent for the year. The company’s agricultural
equipment sales were up 9 percent for 2005 and are forecast to be
down approximately 2 to 4 percent in 2006. The company’s com-
mercial and consumer equipment sales declined 4 percent in 2005
reflecting the impact of unfavorable weather conditions. Sales of
commercial and consumer equipment are forecast to be up 10 to
12 percent in 2006 benefiting primarily from newly introduced
products and an assumed return to mdre normal weather patterns.
Markets for construction equipment are forecast to experience
further growth in 2006.as a result of U.S. economic conditions.
On this basis, contractors and rental companies are expected to
continue updating and expanding their fleets. Forestry equipment
markets are projected to remain near last year’s level in the

U.S. and Canada and to be lower in Europe. The company’s
construction and forestry sales increased 24 percent in 2005 and
are forecast to increase 5 to 7 percent in 2006. Net income for
the company’s credit operations is expected to improve due to
growth in the credit portfolio.

Items of concern include the availability and price of raw
matetials that require a high content of natural gas and petroleum,
and large tires used on some agricultural and construction equip-
ment. Another item of uncertainty affecting farm cash receipts is
the potential impact on farm subsidies and farmer confidence in
both Europe and the U.S. as a result of the negotiations at the
World Trade Organization and budget pressures in both regions.
Producing engines that continue to meet high performance
standards, yet also comply with increasingly stringent emissions -
regulations is one of the company’s major priorities. There is also

10

risk related to the success of new product introduction initiatives
and customer acceptance of new products.

The company’s 2005 results reflect its strategies for building
a business that can produce strong levels of cash flow in all types of
conditions. [n addition to producing record earnings for the vear,
the company continued to bring advanced new products to market
and fund its global growth plans. In 2005, the company also
returned approximately $1.2 billion to stockholders through share
repurchases and dividends. Consistent with the company’s focus
on disciplined asset management, inventories have been controlled
by substantial production cutbacks. This helps set the stage for the
successful introduction of important new products in 2006.

2005 COMPARED WITH 2004

CONSOLIDATED RESULTS

Worldwide net income in 2005 was $1,447 million, or $5.87 per
share diluted (§5.95 basic), compared with $1,406 million, or
$5.56 per share diluted ($5.69 basic), in 2004. Net sales and
revenues increased 10 percent to $21,931 million in 2005,
compared with $19,986 million in 2004. Net sales of the
Equipment Operations increased 10 percent in 2005 to $19,401
million from $17,673 million last year. Net sales in the U.S. and
Canada rose 10 percent in 2005. Outside the U.S. and Canada,
net sales increased by 6 percent excluding currency translation,
and by 10 percent on a reported basis.

Worldwide Equipment Operations, which exclude
the Financial Services operations, had an operating profit of
$1,842 million in 2005, compared with $1,905 million in 2004.
Operating profit decreased primarily due to higher selling and
administrative expenses, increased manufacturing overhead costs
related to production system improvements, and higher research
and development costs. These factors were partially offset by the
margin on higher shipments and lower retirement benefit costs.
Improved price realization offset higher raw material costs.

The Equipment Operations’ net income was $1,096 million
in 2005, compared with $1,097 million in 2004. The same oper- }
ating factors mentioned above affected these results. However, the
decrease in operating profit was substantially offset by increased
interest and investment income, and a lower effective tax rate.

Net income of the company’s Financial Services operations
in 2005 was $345 million, compared with $309 million in 2004.
The increase was primarily due to growth in the credit operations
portfolio, a lower credit loss provision and increased underwriting
margins in health care. Additional information is presented in the
following discussion of the credit and “Other” operations.

The cost of sales to net sales ratio for 2005 was 78.2 percent,
compared to 76.8 percent last year. The increase was primarily due
to higher raw material costs and increased manufacturing overhead
costs, partially offset by improved price realization and lower
retirement benefit costs.

Finance and interest income increased this year primarily
due to growth in the credit operations portfolio and higher
financing rates. Health care premium revenue decreased due to
lower enrollment, while claims costs are lower due to unusually
high claims in the prior year and the lower enrollment this year,




Other income increased this year primarily due to an increase in
service income, increased investment income from marketable
securities due to investments made by the Equipment Operations
and other miscellaneous gains, partially offset by lower gains on
retail note sales and a gain on the sale of an equipment rental
company last year. Research and development costs increased this
year due to a higher level of new product development and
exchange rate fluctuations. Selling, administrative and general
expenses increased primarily due to increased marketing expenses,
acquisitions of businesses and exchange rate fluctuations. Interest
expense increased due to higher average borrowings and borrow-
ing rates. Other operating expenses were higher primarily as a
result of an increase in service expenses.

The company has several defined benefit pension plans and
defined benefit health care and life insurance plans. The company’s
postretirement benefit costs for these plans in 2005 were $538
million, compared to $596 million in 2004. The long-term
expected return on plan assets, which is reflected in these costs,
was an expected gain of 8.5 percent in both years, or $§744 million
in 2005, compared to $671 million in 2004. The actual return was
a gain of $1,057 million in 2005, compared to a gain of $654
million in 2004. In 2006, the expected return will be approxi-
mately 8.4 percent. The total unrecognized losses related to the
plans at October 31, 2005 and 2004 were $3,969 million and
$5,149 million, respectively. The company expects the decrease
in postretirement benefit costs in 2006 to be approximately
$75 million pretax, compared with 2005, caused by an increase in
the discount rate assumptions and increased funding. The company
makes any required contributions to the plan assets under
applicable regulations and voluntary contributions from time to
time based on the company’s iquidity and ability to make tax-
deductible contributions. Total company contributions to the plans
were $859 million 1n 2005 and $1,852 million in 2004, which
include direct benefit payments for unfunded plans. These contri-
butions also included voluntary contributions to the U.S. plan assets
of $556 million in 2005 and $1,551 million in 2004. Total company
contributions in 2006 are expected to be approximately $960
million, including voluntary contributions to U.S. plan assets of
approximately $875 million. See the following discussion of
“Critical Accounting Policies” for postretirement benefit obligations.
BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS
The following discussion relates to operating results by reportable
segment and geographic area. Operating profit is income before
external interest expense, certain foreign exchange gains or losses,
income taxes and corporate expenses. However, operating profit
of the credit segment includes the effect of interest expense and
foreign exchange gains or losses.

Worldwide Agricultural Equipment Operations

The agricultural equipment segment had an operating profit

of $970 million in 2005, compared with $1,072 million in 2004,
Net sales increased 9 percent this year due to improved price
realization, higher shipments and the translation effect of currency
exchange rates. The decrease in operating profit was primarily a
result of increases in manufacturing overhead costs, research

and development costs, and selling and administrative expenses.
Partially offsetting these factors were the margin on higher
shipments and lower retirement benefit costs. Improved price
realization offset the increase in raw material costs.

Worldwide Commercial and Consumer Equipment Operations
The commercial and consumer equipment segment had an
operating profit of $183 million in 2005, compared with $246
million in 2004. Net sales decreased 4 percent for the year
reflecting the impact of unfavorable weather conditions on the
sale of consumer riding equipment during the critical selling
season. The lower operating profit was primarily due to lower
shipments and production volumes in response to a weaker retail
environment. Improved price realization more than offset an
increase in raw material costs.

Worldwide Construction and Forestry Operations

The construction and forestry segment had an operating profit

of $689 million in 2005, compared with $587 million in 2004.
Sales increased 24 percent for the year reflecting strong activity at
the retail level. The operating profit improvement was primarily
due to higher sales and efficiencies related to stronger production
volumes. Improved price realization offset the impact of higher raw
material costs. The results last year included a $30 million pretax
gain from the sale of an equipment rental company.

Worldwide Credit Operations

The operating profit of the credit operations was $491 million

in 2005, compared with $466 million in 2004. The increase in
operating profit was primarily due to growth in the portfolio,

as well as a lower credit loss provision, partially offset by lower
financing spreads and lower gains on retail note sales. Total revenues
of the credit operations increased 13 percent in 2005, primarily
reflecting the larger portfolio and higher average finance rates.
The average balance of receivables and leases financed was

19 percent higher in 2005, compared with 2004. An increase

in average borrowings and higher interest rates in 2005 resulted
in a 44 percent increase in interest expense, compared with 2004,
The credit operations’ ratio of earnings to fixed charges was

1.86 to 1 in 2005, compared to 2.12 to 1 in 2004.

Worldwide Other Operations

The company’s other operations,which consisted primarily of the
health care operations, had an operating profit of $41 million in 2005,
compared with $5 million last year. The increase was primarily
due to an improved underwriting margin. Last year’s margins were
adversely affected by unusually high claims costs.

Equipment Operations in U.S. and Canada

The equipment operations in the US. and Canada had an
operating profit of $1,298 million in 2005, compared with
$1,284 million in 2004. The increase was primarily due to the
margin on higher shipments and lower retirement benefit costs.
Partially offsetting these factors were increases in manufacturing
overhead costs, selling and administrative expenses, and research
and development costs. Improved price realization offset the
increase in raw material costs. Sales increased due to higher
shipments, reflecting strong retail demand in construction and
forestry equipment, and improved price realization in all equipment
segments. Sales increased 10 percent in 2005 while the physical
volume increased 5 percent, compared to 2004.

Equipment Operations outside U.S. and Canada

~ The equipment operations outside the U.S. and Canada had an

operating profit of $544 million in 2005, compared with $621
million in 2004. The decrease was primarily due to the effects of



increases in manufacturing overhead costs, selling and administrative
expenses, and research and development costs. Improved price
realization substantially offset the increase in raw material costs.
Sales increased from the translation effect of currency exchange
rates, increased volume and improvements in price realization.
Sales were 10 percent higher than last year, while the physical
volume increased 3 percent in 2005, compared with 2004.

MARKET CONDITIONS AND OUTLOOK

Company equipment sales are expected to increase by 1 to 3
percent for fiscal year 2006 and by 11 to 14 percent for the first
quarter, compared to the same periods in 2005. Production levels
are expected to be down slightly for the year, but up about 4 per-
cent in the quarter. As previously announced, the company will sell
its health care operations for a gain of approximately $225 million
after-tax (see Note 27). Based on the above, net income is forecast
to be around $1.7 billion (approximately $1.5 billion excluding
the gain on the sale of the health care operations) for the year and
in a range of $175 million to $200 million for the first quarter.
Agricultural Equipment. Although the farm sector is expected to
remain in solid condition, industry sales in the U.S. and Canada are
forecast to be down 5 to 10 percent in 2006. Factors contributing
to the decline include concerns over higher farm input costs,
especially for fuel and fertilizer, the absence of U.S. tax incentives
which helped sales in the first part of 2005, and slightly lower
cash receipts. Farmers are expected to benefit from debt levels that
remain well under control and from rising land values.

In other parts of the world, industry retail sales in Western
Europe are forecast to be down about 5 percent for the year.
Concerns over higher input costs, government policies and the
future direction of farm subsidies are expected to put downward
pressure on sales in the region for the year. In South America,
industry sales are forecast to be down about 5 percent as a result
of a relatively strong Brazilian currency, a reduction in soybean
acreage in Brazil and concerns regarding foot-and-mouth disease.

Based on these factors and market conditions, worldwide
sales of the company’s agricultural equipment are forecast to be
down 2 to 4 percent for the year. Company sales are expected to
benefit from a number of newly introduced products, including a
line of more powerful and fuel efficient large tractors.
Commercial and Consumer Equipment. Sales of the
company’s commercial and consumer equipment are forecast to
be up 10 to 12 percent for the year with the benefit from newly
introduced products, an assumed return to more normal weather
patterns and a full year of sales from the segment’ recent
landscapes-business acquisition (see Note 1). Segment sales are
also expected to be helped by an expanded presence of the
company’s products in the mass channel.

Construction and Forestry. Markets for construction
equipment are forecast to -experience further growth in 2006 as a
result of U.S. economic conditions conducive to a healthy level of
construction spending, especially in the nonresidential sector.

On this basis, contractors and rental companies are expected to
continue updating and expanding their fleets. Forestry equipment
markets are projected to remain near last year’s level in the

U.S. and Canada and to be lower in Europe. In this environment,
the company’s worldwide sales of construction and forestry
equipment are forecast to rise by 5 to 7 percent for fiscal 2006.
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Financial Services. Fiscal year net incomie in 2006 for the
company’s Financial Services operations, which primarily include
its credit and health care operations, is forecast to be about $565
million (approximately $340 million excluding the gain on the sale
of the health care operations). Net income for the credit operations
is expected to improve due to growth in the credit portfolio.

SAFE HARBOR STATEMENT

Safe Harbor Statement under the Private Securities Litigation Reform
Act of 1995: Statements under “Overview;” ““Market Conditions
and Outlook” and other statements herein that relate to future
operating periods are. subject to important risks and uncertainties
that could cause actual results to differ materially. Some of these
risks and uncertainces could affect particular lines of business,
while others could affect all of the company’s businesses.

Forward looking statements involve certain factors that are
subject to change, including for the company’s agricultural equip-
ment segment the many interrelated factors that affect farmers’
confidence, including worldwide demand for agricultural products,
world grain stocks, weather and soil conditions, harvest yields, prices
realized for commodities and livestock, crop production expenses
{(most notably fuel and fertilizer costs), availability of transport for
crops, the growth of non-food uses for some crops, real estate
values, available acreage for farming, the land ownership policies
of various governments, changes in government farm programs,
international reaction to such programs, animal diseases (including
bovine spongiform encephalopathy, commonly known as “mad
cow’” disease and avian flu), crop pests and diseases (including Asian
rust), and the level of farm product exports (including concerns
about genetically modified organisms). The success of the fall
harvest and the prices realized by farmers for their crops especially
affect retail sales of agricultural equipment in the winter.

Factors affecting the outook for the ¢ompany’s commercial
and consumer equipment segment include weather conditions,
general economic conditions in these markets, consumer confidence,
consumer borrowing patterns, consumer purchasing preferences,
housing starts, and spending by municipalities and golf courses.

The number of housing starts, interest rates and consumer
spending patterns are especially important to sales of the company’
construction equipment. The levels of public and non-residential
construction also impact the results of the company’s construction
and forestry segment. Prices for pulp, lumber and structural panels
are important to sales of forestry equipment.

All of the company’ businesses and its reported results
are affected by general economic conditions in and the political
stability of global markets in which the company operates;
production, design and technological difficulties, including
capacity and supply constraints and prices, including for supply
comumodities such as steel and rubber; the success of new product
introduction initiatives and customer acceptance of new products;
oil and energy prices and supplies; the availability and cost of
freight; trade, monetary and fiscal policies of various countries,
wars and other international conflicts and the threat thereof;
actions by the U.S. Federal Reserve Board and other central
banks; actions by the U.S. Securities and Exchange Commission;
actions by environmental regulatory agencies, including those
related to engine emissions and the risk of global warming;
actions by other regulatory bodies; actions by rating agencies;




capital market disruptions; inflation and deflation rates, interest
rate levels and foreign currency exchange rates; customer
borrowing and repayment practices, and the number of customer
loan delinquencies and defaults; actions of competitors in the
various industries in which the company competes, particularly
price discounting; dealer practices especially as to levels of new
and used field inventories; labor relations; changes to accounting
standards; the effects of terrorism and the response thereto; and
legislation affecting the sectors in which the company operates.
Company results are also affected by changes in the level of
employee retirement benefits, changes in market values of
investment assets and the level of interest rates, which impact
retirement benefit costs, and significant changes in health care
costs. Other factors that could affect results are changes in company
declared dividends, acquisitions and divestitures of businesses,
conumon stock issuances and repurchases, and the issuance and
retirement of company debt.

The company’s outlook is based upon assumptions relating
to the factors described above, which are sometimes based upon
estimates and data prepared by government agencies. Such estimates
and data are often revised. The company, however, undertakes no
obligation to update or revise its outlook, whether as a result of
new developments or otherwise. Further information concerning
the company and its businesses, including factors that potentially
could materially affect the company’s financial results, s included in
other filings with the U.S. Securities and Exchange Commission.

2004 COMPARED WITH 2003

CONSOLIDATED RESULTS

Worldwide net income in 2004 was $1,406 million, or $5.56 per
share diluted ($5.69 basic), compared with $643 million, or $2.64
per share diluted ($2.68 basic), in 2003. Net sales and revenues
increased 29 percent to $19,986 million in 2004, compared with
$15,535 million in 2003. Net sales of the Equipment Operations
increased 32 percent in 2004 to $17,673 million from $13,349
million in 2003. Net sales increased primarily due to higher
shipments. Net sales in the U.S. and Canada rose 33 percent in 2004.
Outside the U.S. and Canada, net sales increased by 20 percent in
2004, excluding currency translation, and by 30 percent on a
reported basis.

Worldwide Equipment Operations, which exclude
the Financial Services operations, had an operating profit of
$1,905 million in 2004, compared with $708 million in 2003.
Operating profit increased primarily due to increased shipments
and price realization. The increase in operating profit was partially
offset by a larger provision for employee bonuses and higher
raw material costs. The larger provision for bonuses was driven
by the strong performance in the Equipment Operations.

The Equipment Operations’ net income was $1,097 million
in 2004, compared with $305 million in 2003. The same operating
factors mentioned above affected these results. In addition, the
results in 2004 benefited from a lower effective tax rate and a
decrease in Interest expense.

Net income of the company’s Financial Services operations -
in 2004 was $309 million, compared with $330 million in 2003.
The decrease was primarily due to higher administrative costs,
lower credit margins and increased medical claims costs.
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Additional information is presented in the following discussion
of the credit and “Other” operations.

The cost of sales to net sales ratio for 2004 was 76.8 percent,
compared to 80.5 percent in 2003. The decrease in the ratio was
primarily due to manufacturing efficiencies related to higher
production and sales, and improved price realization. Partially off-
setting these factors were the higher employee performance bonus
provision and increased costs for raw material, such as steel
and rubber.

Finance and interest income decreased in 2004 primarily
due to a decrease in rental income on operating leases and lower
average finance rates. Health care premiums and fees increased,
compared to 2003, primarily due to higher insured enrollment,
while health care claims and costs increased primarily due to
higher medical costs and an increase in enroliment. Other income
increased in 2004 primarily due to service income related to
Nortrax, Inc., Nortrax Investments, Inc. and Ontrac Holdings, Inc.
{collectively called Nortrax), which were consolidated in 2004,
and a gain from the sale of the company’ 49 percent ownership
in Sunstate Equipment Co., LLC, an equipment rental company.
Selling, administrative and general expenses were higher in 2004
primarily due to a higher employee performance bonus provision,
the consolidation of Nortrax and foreign currency exchange rate
effects. Other operating expenses increased primarily as a result of
the consolidation of Nortrax and an increase in service expense.

The company has several defined benefit pension plans
and defined benefit health care and life insurance plans.

The company’s postretirement benefit costs for these plans in

2004 were $596 million, compared to $593 million in 2003.
The long-term expected return on plan assets, which is reflected
in these costs, was an expected gain of 8.5 percent in both years,
or $671 million in 2004, compared to $597 million in 2003.
The actual return was a gain of $654 million in 2004, compared
to a gain of $1,050 million in 2003. The total unrecognized
losses related to the plans at October 31, 2004 and 2003 were
$5,149 million and $4,794 million, respectively. Total company
contributions to the plans were $1,852 million in 2004 and
$745 million in 2003, which include direct benefit payments
for unfunded plans. These contributions also included voluntary
contributions to the U.S. plan assets of $1,551 million in 2004
and $475 million in 2003. See the following discussion of
“Critical Accounting Policies” for postretirement benefit
obligations.

BUSINESS SEGMENT RESULTS

Worldwide Agricultural Equipment Operations

The agricultural equipment segment had an operating profit

of $1,072 million in 2004, compared with $329 million in 2003,
Net sales increased 31 percent in 2004 primarily due to higher
shipments, reflecting strong retail demand, as well as the

translation effect of exchange rates and improved price realization.

The operating. profit improvement was primarily due to higher
worldwide sales, efficiencies related to stronger production volumes,
and improved price realization. OfSetting these factors were the
higher provision for performance bonuses and increased raw
material costs.



Worldwide Commercial and Gonsumer Equipment Operations
The commercial and consumer equipment segment had an
operating profit of $246 million in 2004, compared with

$227 million in 2003. Net sales increased 16 percent in 2004
primarily due to higher volumes. The improved operating profit
was primarily due to higher sales and production volumes.
Partially offsetting these factors were an increase in the
performance bonus provision in addition to higher costs for
freight and raw materials.

Worldwide Construction and Forestry Operations

The construction and forestry segment had an operating profit

of $587 million in 2004, compared with $152 million in 2003.
Sales increased 54 percent in 2004. The increase in sales was
primarily due to higher volumes. The operating profit improvement
was primarily due to higher sales, efficiencies related to stronger
production volumes, and improved price realization. Partially off-
setting these factors were a larger performance bonus provision and
higher raw material costs. The results in 2004 also included a $30
million pretax gain from the sale of an equipment rental company.

Worldwide Credit Operations ‘

The operating profit of the credit operations was $466 million

in 2004, compared with $474 million in 2003. Operating profit
in 2004 was lower than in 2003 due primarily to higher adminis-
trative costs, partly related to a higher provision for performance
bonuses in connection with the overall company profitability,
and lower margins. Partially offsetting these factors was a lower
provision for credit losses, reflecting solid portfolio quality.

Total revenues of the credit operations decreased 4 percent in
2004, primarily reflecting lower rental income from operating
leases related to the lower level of leases, and lower average finance
rates. The average balance of receivables and leases financed was

2 percent higher in 2004, compared with 2003. A decrease in
funding rates in 2004 resulted in a 3 percent decrease in interest
expense, compared with 2003.The credit operations’ ratio of
earnings to fixed charges was 2.12 to 1 in 2004, compared to
2.07 to 1 in 2003.

Worldwide Other Operations

The company’s other operations,which consisted primarily of the
health care operations, had an operating profit of $5 million in 2004,
compared with $30 million in 2003. The decrease was primarily
due to increased medical claims costs and a higher performance
bonus provision related to overall company profitability.

CAPITAL RESOURCES AND LIQUIDITY

The discussion of capital resources and liquidity has been
organized to review separately, where appropriate, the company’s
Equipment Operations, Financial Services operations and the
consolidated totals.

EQUIPMENT OPERATIONS

The company’s equipment businesses are capital intensive and
are subject to seasonal variations in financing requirements for
inventories and certain receivables from dealers. The Equipment
Operations sell most of their trade receivables to the company’s
credit operations. As a result, the seasonal variations in financing
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requirements of the Equipment Operations have decreased. To the
extent necessary, funds provided from operations are supplemented
by external financing sources.

Cash provided by operating activities during 2005 was
$1,661 million primarily due to net income adjusted for non-cash
provisions and an increase in accounts payable and accrued
expenses. The operating cash flows, a decrease in receivables from
Financial Services of $1,133 million, a decrease in cash and cash
equivalents of $1,016 million, proceeds from maturities and sales
of marketable securities of $1,016 million, and proceeds from the
issuance of common stock of $154 million (which were the result
of the exercise of stock options) were used primarily to purchase
marketable securities of $3,175 million, repurchase common stock
for $919 mullion, fund purchases of property and equipment of
$467 million, pay dividends to stockholders of $250 million and
acquire businesses for $170 mullion.

Over the last three years, operating activities have provided
an aggregate of $4,248 million in cash. In addition, proceeds from
maturities and sales of marketable securities were $1,016 million,
proceeds from the issuance of common stock were $579 million
and the proceeds from sales of businesses were $163 million.

The aggregate amount of these cash flows was used mainly to
purchase marketable securities of $3,175 million, fund purchases
of property and equipment of $1,116 million, repurchase
common stock for $1,112 million, pay dividends to stockholders
of $747 million, increase receivables from Financial Services by
$473 million, decrease borrowings by $433 million and acquire
businesses for $373 million. Cash and cash equivalents also
decreased $1,306 million over the three-year period.

Trade receivables held by the Equipment Operations
increased by $92 million during 2005. The Equipment Operations
sell a significant portion of their trade receivables to the credit
operations (see following consolidated discussion).

Inventories increased by $136 million in 2005. Most of these
inventories are valued on the last-in, first-out (LIFO) method.
The ratios of inventories on a first-in, first-out (FIFO) basis,
which approximates current cost, to fiscal year cost of sales were
22 percent at October 31, 2005 and 2004.

Tortal interest-bearing debt of the Equipment Operations
was $3,101 million at the end of 2005, compared with $3,040
million at the end of 2004 and $3,304 million at the end of 2003.
The ratio of total debt to total capital (total interest-bearing debt
and stockholders’ equity) at the end of 2005, 2004 and 2003 was
31 percent, 32 percent and 45 percent, respectively.

During 2005, the Equipment Operations retired $77 million
of long-term borrowings.

Capital expenditures for the Equipment Operations in 2006
are estimated to be approximately $580 million.

FINANCIAL SERVICES

The Financial Services’ credit operations rely on their ability to
raise substantial amounts of funds to finance their receivable and
lease porttolios. Their primary sources of funds for this purpose are
a combination of commercial paper, term debt, securitization of
retail notes through secured financings or sales, and equity capital.




Cash flows from the company’s Financial Services operating
actvities were $585 million in 2005. Cash provided by financing
activities totaled $2,770 million in 2005, representing primarily
a $2,372 mallion increase in long-term borrowings and a $1,718
million increase in short-term borrowings, partially offsec by a
$1,177 million decrease in borrowings from the Equipment
Operations and the payment of $167 million of dividends to
Deere & Company. The cash provided by operating and financing
activities was used primarily to increase receivables and leases.
Cash used by investing activities totaled $3,310 million in 2005,
primarily due to receivable and lease acquisitions exceeding
collections and sales of equipment on operating leases by $3,302
million. Cash and cash equivalents also increased $48 nullion.

Over the last three years, the Financial Services operating
activities have provided $1,933 million in cash. In addition, an
increase in borrowings of $4,485 million, the sale of receivables of
$4,407 million and the sale of equipment on operating leases of
$1,352 million have provided cash inflows. These amounts have
been used mainly to fund receivable and lease acquisitions, which
exceeded collections by $11,202 million, and the payment of
dividends to Deere & Company of $859 million. Cash and cash
equivalents also increased $138 million over the three-year period.

Receivables and leases increased by $3,057 million in 2005,
compared with 2004. Acquisition volumes of receivables and leases
increased 9 percent in 2005, compared with 2004. The volumes of
wholesale notes, leases, trade receivables, retail notes and revolving
charge accounts increased approximately 23 percent, 16 percent,
11 percent, 5 percent and 5 percent, respectively. The credit opera-
tions had proceeds from sales of receivables of $133 million during
2005, compared with $2,334 million in 2004 (sec Note 10).

At October 31, 2005 and 2004, net receivables and leases adminis-
tered, which include receivables previously sold but still administered,
were $20,298 million and $18,620 million, respectively.

Trade receivables held by the credit operations decreased
by $144 million in 2005. The Equipment Operations sell a
significant portion of their trade receivables to the credit operations
(see following consolidated discussion).

Total external interest-bearing debt of the credit operations
was $15,522 million at the end of 2005, which included $1,474
million of secured borrowings, compared with $11,508 million
at the end of 2004 and $11,447 million at the end of 2003.

Total external borrowings have increased generally corresponding
with the level of the receivable and lease portfolio, the level of
cash and cash equivalents and the change in payables owed to

the Equipment Operations. The credit subsidiaries’ ratio of total
interest-bearing debt to total stockholder’s equity was 7.2 to 1

at the end of 2005, 6.4 to 1 at the end of 2004 and 5.6 to 1 at
the end of 2003.The ratio of total interest-bearing debt, excluding
secured borrowings, to stockholder’s equity was 6.5 to 1 at
October 31,2005,

The credit operations utilize a revolving bank conduit
facility, special purpose entity (SPE), to securitize floating rate
retail notes. This facility has the capacity, or “purchase limit,” of up
to $2 billion in secured financings or sales outstanding at any
time. Multiple bank conduits participate in this facility, which has
no final maturity date. Instead, upon the credit operations’ request
each bank conduit may elect to renew its comumitment on an
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annual basis. If this facility is not renewed, the credit operations
would liquidate the securitizations as the retail notes are collected.
At October 31, 2005 $1,755 million was outstanding under the
tacility of which $695 million was recorded on the balance sheet
(see Note 10).

During 2005, the credit operations issued $3,805 million
and retired $1,433 million of long-term borrowings, which were
primarily medium-term notes.

Capital expenditures for Financial Services in 2006 are
estimated to be approximately $290 million, primarily related to
the company’s wind energy entities (see Note 1).

CONSOLIDATED

Sources of liquidity for the company include cash and cash
equivalents, marketable securities, funds from operations, the
issuance of commercial paper and term debe, the securitization
of retail notes through secured financings or sales, and committed
and uncommitted bank lines of credit.

Because of the multiple funding sources that have been and
continue to be available to the company, the company expects
to have sufficient sources of liquidity to meet its funding needs.
The company’s worldwide commercial paper outstanding at
October 31, 2005 and 2004 was approximately $2.2 billion and
$1.9 billion, respectively, while the total cash and cash equivalents
position was $2.3 billion and $3.2 billion, respectively. The company
has for many vears accessed diverse funding sources, including short-
term and long-term unsecured debt capital markets globally, as well
as public and private securitization markets in the U.S. and Canada.

The company also has access to bank lines of credit with
various U.S. and foreign banks. Some of the lines are available to
both Deere & Company and John Deere Capital Corporation.
Worldwide lines of credit totaled $2,594 million at October 31,
2005, $272 million of which were unused. For the purpose of
computing unused credit lines, commercial paper and short-term
bank borrowings, excluding secured borrowings and the current
portion of long-term borrowings, were considered to constitute
utilization. Included in the total credit lines at October 31, 2005
were long-term credit facility agreements of $1,250 million,
expiring in February 2009, and $625 million, expiring in
February 2010, for a total of $1,875 million long-term.

The credit agreement requires the Equipment Operations
to maintain a ratio of total debt to total capital (total debt and
stockholders’ equity excluding accumulated other comprehensive
income (loss)) of 65 percent or less at the end of each fiscal
quarter. At October 31, 2005, the ratio was 31 percent. Under this
provision, the company’s excess equity capacity and retained
earnings balance free of restriction at October 31, 2005 was
$5,208 million. Alternatively under this provision, the Equipment
Operations had the capacity to incur additional debt of
$9,673 million at October 31, 2005.

To access public debt capital markets, the company relies
on credit rating agencies to assign short-term and long-term
credit ratings to the company’s securities as an indicator of credit
quality for fixed income investors. A security ratng is not a
recommendation by the rating agency to buy, sell or hold company
securities. A credit raing agency may change or withdraw company
ratings based on its assessment of the company’s current and



future ability to meet interest and principal repayment obligations.
Lower credit ratings generally result in higher borrowing costs
and reduced access to debt capital markets.

The senior long-term and short-term debt ratings and
outlook currently assigned to unsecured company securities by
the rating agencies engaged by the company are as follows:

Senior
Long-Term Short-Term QOutlook
Moody's INVESTOrS .....coumevvvineeceres A3 Prime-2 Stable
Service, Inc.
Standard & Poor's .......ccoueveennn, A- A-2 Posttive

Marketable securities increased by $2,203 million during
2005.This is primarily due to the Equipment Operations investing
a portion of their cash and cash equivalents into marketable
securities in 2005. The Equipment Operations marketable securities
are in addition to those held by the Financial Services operations.

Trade accounts and notes receivable primarily arise from sales
of goods to dealers. Trade receivables decreased by $89 million
in 2005.The ratios of trade accounts and notes receivable at
October 31 to fiscal year net sales were 16 percent in 2005,
compared with 18 percent in 2004. Total worldwide agricultural
equipment trade receivables decreased $64 million, commercial
and consumer equipment receivables decreased $92 million
and construction and forestry receivables increased $67 million.
The collection period for trade receivables averages less than
12 months. The percentage of trade receivables outstanding for a
period exceeding 12 months was 2 percent at October 31, 2005
and 2004.

Stockholders’ equity was $6,852 million at October 31, 2005,
compared with $6,393 million at October 31, 2004. The increase
of $459 million resulted primarily from net income of $1,447
million, partially offset by an increase in treasury stock of $703
million and dividends declared of $293 million.

OFF-BALANGCE-SHEET ARRANGEMENTS

The company’s credit operations have periodically securitized and
sold retail notes to special purpose entities (SPEs) in securitizations
of retail notes. The credit operations used these SPEs in a manner
consistent with conventional practices in the securitization industry
to isolate the retail notes for the benefit of securitization investors.
The use of the SPEs enabled these operations to access the highly
liquid and efficient securitization markets for the sales of these types
of financial assets. The amounts of funding the company chooses
to obtain from securitizations reflect such factors as capital market
accessibility, relative costs of funding sources and assets available
for securitization. The company’s total exposure to recourse
provisions related to securitized retail notes, which were sold in
prior periods, was $151 million and the total assets held by the
SPE; related to these securitizations were $1,923 million at
October 31, 2005.

At October 31, 2005, the company had guaranteed
approximately $40 million of residual-values for two operating
leases related to an administrative office and a manufacturing
building. The company is obligated at the end of each lease term
to pay to the lessor any reduction in market value of the leased
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property up to the guaranteed residual value. The company
recognizes the expense for these future estimated lease payments
over the terms of the operating leases and had accrued losses of
$10 million related to these agreements at October 31, 2005.
The leases have terms expiring in 2006 and 2007.

At October 31, 2005, the company had approximately
$145 million of guarantees issued primarily to banks outside the
US. related to third-party receivables for the retail financing of
John Deere equipment. The company may recover a portion of
any required payments incurred under these agreements from
repossession of the equipment collateralizing the receivables.

At October 31, 2005, the company had accrued losses of
approximately $2 million under these agreements. The maximum
remaining term of the receivables guaranteed at October 31, 2005
was approximately eight years.

The company’s credit operations offer crop insurance
products through a managing general agency agreement (MGA)
with an insurance company. The credit operations have guaranteed
certain obligations under the MGA, including the obligation to
pay the insurance company for any uncollected premiums.

At October 31,2005, the maximum exposure for uncollected
premiums was approximately $14 million. Substantially all of the
insurance risk under the MGA has been mitigated by public
(U.S. Department of Agriculture) and private reinsurance.

In the event of a complete crop failure on every policy and the
default of all the public and private reinsurance, the company
would be required to reimburse the insurance company approxi-
mately $633 million at October 31, 2005. The company believes
the likelihood of this event is extremely remote. At October 31,
2005, the company’s accrued probable losses are approximately
$.1 million under this agreement.

AGGREGATE CONTRAGTUAL OBLIGATIONS

Most of the company’s contractual obligations to make payments
to third parties are debt obligations. In addition, the company

has off-balance-sheet obligations for purchases of raw materials,
services and property and equipment along with agreements for
future lease payments. The payment schedule for these contractual
obligations in millions of dollars is as follows:

Less More
than 1-3 3-5 than
Total 1 year years  years  5years

Debt
Equipment Operations . $ 3058 $ 676 $ 9 § 522 $1,851
Financial Services......... 15,471 6,199~ 5239 1874 2,159
Total ..o 185629 6,875 5248 2396 4,010
Purchase obligations.......... 2,567 2,546 12 8 1
Operating 1eases.............. 358 93 132 59 74
Capital leases ..., 20 12 2 2 4
Contractual obligations...... $21,474 $9526 $5394 $2465 $4,089

* Principal payments.
** See Note 16.




CRITICAL ACCOUNTING POLICIES

The preparation of the company’s consolidated financial statements
in conformity with accounting principles generally accepted in
the U.S. requires management to make estimates and assumptions
that affect reported amounts of assets, liabilities, revenues and
expenses. Changes in these estimates and assumptions could have
a significant effect on the financial statements. The accounting
policies below are those management believes are the most
critical to the preparation of the company’s financial statements
and require the most difficult, subjective or complex judgments.
The company’s other accounting policies are described in the
Notes to the Consolidated Financial Statements.

Sales Incentives
At the time a sale to a dealer is recognized, the company records
an estimate of the future sales incentive costs for allowances and
financing programs that will be due when the dealer sells the
equipment to a retail customer. The estimate is based on historical
data, announced incentive programs, field inventory levels and
settlement volumes. The final cost of these programs and the
amount of accrual required for a specific sale is fully determined
when the dealer sells the equipment to the retail customer.
This is due to numerous programs available at any particular time
and new programs that may be announced after the company
records the sale. Changes in the mix and types of programs affect
these estimates, which are reviewed quarterly.

The sales incentive accruals at October 31, 2005, 2004
and 2003 were $592 million, $540 million and $444 million,
respectively. The increases in 2005 and 2004 were primarily due
to the increases in sales.

The estimation of the sales incentive accrual is impacted
by many assumptions. One of the key assumptions is the historical
percentage of sales incentive costs to settlements from dealers.
Over the last five fiscal years, this percent has varied by approxi-
mately plus or minus .5 percent, compared to the average sales
incentive costs to settlements percentage during that period.
Holding other assumptions constant, if this cost experience
percentage were to increase or decrease .5 percent, the sales
incentive accrual at October 31, 2005 would increase or decrease
by approximately $25 million.

Product Warranties :
At the time a sale to a dealer is recognized, the company records the
estimated future warranty costs. The company generally determines
its total warranty liability by applying historical claims rate
experience to the estimated amount of equipment that has been
sold and is still under warranty based on dealer inventories and
retail sales. The historical claims rate is primarily determined by a
review of five-year claims costs and current quality developments.
Variances in claims experience and the type of warranty programs
affect these estimates, which are reviewed quarterly.
The product warranty accruals at October 31, 2005,
2004 and 2003 were $535 million, $458 million and $389 million,
respectively. The increases in 2005 and 2004 were primarily due
to the increases in sales volume and special warranty programs.
Estimates used to determine the product warranty accruals
are significantly affected by the historical percentage of warranty
claims costs to sales. Over the last five fiscal years, this loss
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experience percent has varied by approximately plus or minus

.2 percent, compared to the average warranty costs to sales
percentage during that period. Holding other assumptions constant,
if this estimated cost experience percentage were to increase or
decrease .2 percent, the warranty accrual at October 31, 2005
would increase or decrease by approximately $55 million.

Postretirement Benefit Obligations

Pension obligations and other postretirement employee

benefit (OPEB) obligations are based on various assumptions
used by the company’s actuaries in calculating these amounts.
These assumptions include discount rates, health care cost trend
rates, expected return on plan assets, compensation increases,
retirement rates, mortality rates and other factors. Actual results
that differ from the assumptions and changes in assumptions
affect future expenses and obligations.

The pension net assets (abilities) recognized on the balance
sheet at October 31, 2005, 2004 and 2003 were $1,986 million,
$1,894 million and §(1,419) million, respectively. The OPEB
liabilities on these dates were $2,455 million, $2,623 million and
$2,385 million, respectively. The increase in the pension net assets
and decrease in the OPEB liability during 2005 were primarily
related to voluntary company contributions to plan assets. -

The change from a pension liability to a pension asset during
2004 was primarily due to the elimination of certain minimum
pension liabilities as a result of voluntary company contributions
and the return on plan assets during 2004.

The effect of hypothetical changes to selected assumptions
on the company’s major U. S. retirement benefit plans would be
as follows in millions of dollars:

October 31, 2005 2006
Increase Increase
Percentage {Decrease) {Decrease)
Assumptions Change PBO/APBC™ Expense
Pension
Discount rate™ .......ccoooo.en.. +/-.5 $ {384)/422 $ (29730
Expected return
ON 8SSEIS <ovvvevrrenennr s +/-.5 (38)/38
OPEB
Discount rate™ ......ccoveeennins +/-5 (322)/342 {45)/50
Expected return
0N ASSELS ..o, +-5 ul
Health care cost
trend rate™ .....o.cooerrivnne +-1.0 647/(570) 144/(126)

Projected benefit obligation (PBO) for pension plans and accumulated postretirement
benefit obligation (APBO) for OPEB plans.

** Pretax impact on service cost, interest cost and amortization of gains or losses.

Allowance for Credit Losses

The allowance for credit losses represents an estimate of the losses
expected from the company’s receivable portfolio. The level of the
allowance is based on many quantitative and qualitative factors,
including historical loss experience by product category, portfolio
duration, delinquency trends, economic conditions and credit

risk quality. The adequacy of the allowance is assessed quarterly.
Different assumptions or changes in economic conditions

would result in changes to the allowance for credit losses and

the provision for credit losses.



The total allowance for credit Josses at October 31, 2005,
2004 and 2003 was $194 million, $201 million and $207 million,
respectively. The decreases in 2005 and 2004 were primarily due
to improved credit quality and delinquency trends.

The assumptions used in evaluating the company’s exposure
to credit losses involve estimates and significant judgment.
The historical loss experience on the receivable portfolios
represents one of the key assumptions involved in determining
the allowance for credit losses. Over the last five fiscal years, the
average loss experience has fluctuated between 2 basis points and
15 basis points in any given fiscal year over the applicable prior
period. Holding other estimates constant, a 5 basis point increase
or decrease in estimated loss experience on the receivable
portfolios would result in an increase or decrease of approximately
$9 million to the allowance for credit losses at October 31, 2005.

Operating Lease Residual Values

The carrying value of equipment on operating leases is affected by
the estimated fair values of the equipment at the end of the lease
(residual values). Upon termination of the lease, the equipment is
either purchased by the lessee or sold to a third party, in which case
the company may record a gain or a loss for the difference between
the estimated residual value and the sales price. The residual values
are dependent on current economic conditions and are reviewed
quarterly. Changes in residual value assumptions would affect the
amount of depreciation expense and the amount of investment in
equipment on operating leases.

The total operating lease residual values at October 31, 2005,
2004 and 2003 were $812 million, $803 million and $913 million,
respectively. The changes in 2005 and 2004 were primarily due to
the changes in the level of operating leases.

Estimates used in determining end of lease market values
for equipment on operating leases significantly impact the amount
and timing of depreciation expense. If future market values for this
equipment were to decrease 5 percent from the company’s present
estimates, the total impact would be to increase the company’s
depreciation on equipment on operating leases by approximately
$40 million. This amount would be charged to depreciation expense
during the remaining lease terms such that the net investment in
operating leases at the end of the lease terms would be equal to
the revised residual values. Initial lease terms generally range from
three to five years.

FINANCIAL INSTRUMENT RISK INFORMATION

The company is naturally exposed to various interest rate and
foreign currency risks. As a result, the company enters into
derivative transactions to manage certain of these exposures that
arise in the normal course of business and not for the purpose

of creating speculative positions or trading. The company’s credit
operations manage the relationship of the types and amounts of
their funding sources to their receivable and lease portfolio in an
effort to diminish risk due to interest rate and foreign currency
fluctuations, while responding to favorable financing opportunities.
Accordingly, from time to time, these operations enter into interest
rate swap agreements to manage their interest rate exposure.

The company also has foreign currency exposures at some of

its foreign and domestic operations related to buying, selling

and financing in currencies other than the local currencies.

The company has entered into agreements related to the
management of these currency transaction risks. The credit risk
under these interest rate and foreign currency agreements is not
considered to be significant.

Interest Rate Risk

Quarterly, the company uses a combination of cash flow models to
assess the sensitivity of its financial instruments with interest rate
exposure to changes in market interest rates. The models calculate
the effect of adjusting interest rates as follows. Cash flows for
financing receivables are discounted at the current prevailing rate
for each receivable portfolio. Cash flows for marketable securities
are primarily discounted at the treasury yield curve. Cash flows

+ for borrowings are discounted at the treasury yield curve plus a

market credit spread for similarly rated borrowers. Cash flows for
securitized borrowings are discounted at the industrial composite
bond curve for similarly rated borrowers.-Cash flows for interest
rate swaps are projected and discounted using forecasted rates
from the swap yield curve at the repricing dates. The net loss in
these financial instruments’ fair values which would be caused by
decreasing the interest rates by 10 percent from the market rates
at October 31,2005 and 2004 would have been approximately
$39 million and $42 million, respectively.

Foreign Currency Risk

In the Equipment Operations, it is the company’s practice to
hedge significant currency exposures. Worldwide foreign currency
exposures are reviewed quarterly. Based on the Equipment
Operations anticipated and committed foreign currency cash
inflows and outflows for the next twelve months and the foreign
currency derivatives at year end, the company estimates that a
hypothetical 10 percent strengthening of the US. dollar relative to
other currencies through 2006 would decrease the 2006 expected
net cash inflows by $48 million. At last year end, a hypothetical

10 percent weakening of the US. dollar under similar assumptions
and calculations indicated a potential $18 million adverse effect
on the 2005 net cash inflows.

In the Financial Services operations, the company’s policy is
to hedge the foreign currency risk if the currency of the borrowings
does not match the currency of the receivable portfolio. As a result,
a hypothetical 10 percent adverse change in the value of the
U.S. dollar relative to all other foreign currencies would not have
a material effect on the Financial Services cash flows.




MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

The management of Deere & Company is responsible for estab-
lishing and maintaining adequate internal control over financial
reporting. Deere & Company'’s internal control system was
designed to provide reasonable assurance to the company’s
management and board of directors regarding the preparacion
and fair presentation of published financial statements.

All internal control systems, no matter how well designed,
have inherent limitations. Therefore, even those systems determined
to be effective can provide only reasonable assurance with respect
to financial statement preparation and presentation.

Deere & Company’s management assessed the effectiveness
of the company’s internal control over financial reporting as of
October 31, 2005. In making this assessment, it used the criteria
set forth in Internal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway
Commission. Based on that assessment, management believes that,
as of October 31, 2005, the company’s internal control over
financial reporting was effective.

The company’s independent registered public accounting
firm has issued an audit report on management’ assessment of the
company’s internal control over financial reporting. This report
appears below.

December 16, 2005

REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

Deere & Company:

We have audited the accompanying consolidated balance sheets
of Deere & Company and subsidiaries (the “Company”) as of
October 31,2005 and 2004, and the related statements of consoli-
dated income, changes in consolidated stockholders’ equity and
consolidated cash flows for each of the three years in the period
ended October 31, 2005. We also have audited management’s
assessment, included in the accompanying Management’s Report
on Internal Control over Financial Reporting, that the Company
maintained effective internal control over financial reporting as of
October 31, 2005, based on criteria established in Internal Control
- Integrated Framework issued by the Comumittee of Sponsoring
Organizations of the Treadway Commuission. The Company’s
management is responsible for these financial statements, for
maintaining effective internal control over financial reporting,
and for its assessment of the effectiveness of internal control over
financial reporting. Our responsibility is to express an opinion on
these financial statements, an opinion on management’s assessment,
and an opinion on the effectiveness of the Company’s internal
contro] over financial reporting based on our audits.

We conducted our audits in accordance with the standards of
the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements
are free of material misstatement and whether effective internal
control over financial reporting was maintained in all material
respects. Our audit of financial statements included examining,
on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and
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significant estimates made by management, and evaluating the
overall financial statement presentation. Our audit of mternal
contro] over financial reporting included obtaining an understanding
of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effec-
tiveness of internal control, and performing such other procedures
as we considered necessary in the circumstances. We believe that
our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a
process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons
performing similar functions, and effected by the company’s board
of directors, management, and other personnel to provide reason-
able assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accor-
dance with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures
of the company are being made only in accordance with
authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition
of the company’s assets that could have a material effect on the
financial statements.

Because of the inherent limitations of internal control over
financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements
due to error or fraud may not be prevented or detected on a
timely basis. Also, projections of any evaluation of the effectiveness
of the internal control over financial reporting to future periods
are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the financial
position of the Company as of October 31, 2005 and 2004, and
the results of its operations and its cash flows for each of the three
years in the period ended October 31, 2005, in conformity with
accounting principles generally accepted in the United States of
America. Also in our opinion, management’s assessment that the
Company maintained effective internal control over financial
reporting as of October 31, 2005, is fairly stated, in all material
respects, based on the criteria established in Internal Control ~
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Furthermore, in our
opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of October 31, 2005,
based on the criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission.

Deloitte & Touche LLP
Chicago, Illinois
December 16, 2005



DEERE & COMPANY

STATEMENT OF CONSOLIDATED INCOME
For the Years Ended October 31, 2005, 2004 and 2003
(In millions of doilars and shares except per share amounts)

2004

2005 . 2003
Net Sales and Revenues
NEE SAIBS ... ev et et e e bRt e e b e b e et eb s $19,401.4 $17,673.0 $13,349.1
Finance and interest income ........... : 1,439.5 1,195.7 1,275.6
Health care premiums and fees 7249 766.2 664.5
DENBT NCOMIE ...ttt et seb s b b sar s bt et ss e e st e as st b aas bbb ans e sees 3647 351.2 2454
TORAL ettt e es ettt ees e RS oS s e eSSt SRS s AR e A e Rt eRb e e st 21,9305 19,986.1 15,534.6
Costs and Expenses
08t OF SAIBS......iviti e et et bt ch e b LR 15,1634 13,567.5 10,752.7
Research and development expenses 6773 6116 8773
Selling, administrative and gBNEFal BXDENSES ..o iveriierint et e s ses s cnnas 2,218.8 2174 1,744.2
INEBTEST BXDBISE .1..vovveevseetiais e sttt eb s ere e bbb aa s ae R s kb b 761.0 5321 628.5
Health care claims and costs 5739 650.3 536.1
Other OPETaing EXPENSES ... crvvuvrereressirerneiesrssieees i esas s st sss st s b e b s 56t eab s s sen e e s 3805 3335 3245
TOMBL. et bbb b e R s bbb et e 19,7747 17,8724 14,563.3
Income of Consolidated Group before Income Taxes ..... 2,155.8 21137 971.3
Provision for INCOME taXES ...........covvrevr e ienre e 715.1 708.5 336.9
Income of Consolidated Group 1,4407 1,405.2 634.4
Equity in Income of Unconsolidated Affiliates
CIBAM ..ttt ettt st e 4ttt b e bs e bbb e e e 6 6 2
3 85
8.7
$ 1,406.1 $ 6431
$ 569 $ 2.68
$ 556 $ 264
$ 106 $ .88
247.2 2402
253.1 2433

The notes to consolidated financial statements are an integral part of this statement.
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DEERE & COMPANY

CONSOLIDATED BALANCE SHEET
As of October 31, 2005 and 2004
(In millions of dollars except per share amounts)

2005

ASSETS
£ash and CaSH BQUIVEIBNTS .........cc.. i ces et s et sb e ssb et e bbbt e as et bm s ceaast s $ 22582
Marketable securities 2,449.7
Receivables from unconsolidated affiliates 18.4
Trade accounts and NOLES FECBIVADIE = NMBL.........cviiivi i et ettt b st rens 3,117.8
Financing receivables - net . 12,869.4
Restricted fiNancing rECEIVADIES « MBL..c....ovri et e e bbb 1,457.9
ONEE TRCEIVADIES ... cvvv ettt esrs et aaa s bbb s 4881 b st s bbbt 561.1
Equipment on operating leases - net.. 1,335.6
INVENtONES ..vvvvcve e 2134.9
Property and equipment - net................ 2,364.8
Investments in unconsolidated affiliates ... 106.7
GOOAWIL......covvvvrronr s -, 1,088.5
Other intangible assets - net......... 18.3
Prepaid pension costS........c.co.cveeunne. 2,662.7
Other assetS.........coovoiviivii s 430.9
Deferred income taxes . . 628.1
DEIEITEA CHAIGES . ...vv v et e s bbb e 133.8
TORAI ASSBES ... e e e e e e R R bR $ 33,636.8
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
SDOM-LEITIY BOMTOWINGS 1111t verrcees s ersreessessssesssce e ses st s bb s 818 et e $ 6,8838
Payables to unconsolidated affiliates 140.8
Accounts payable and @CCTUBA EXDEINSES .. ... .ie.riiursieoririeririrs s bt sssssen s ses b sba b s bbb vn s e 4,384.2
Health care claims and reserves ; 128.4
ACCrued taxXeS ..o e 214.3
Deferred income taxes .. 62.7
Long-term BOFFOWINGS....cv..vve e e 11,7388
Retirement benefit accruals and other fiabilities 3,232.3

TOTAL HADIEES o vvvv v v st e e et et s s34 b b bbb b e eba e e b snt e nte e 26,785.3
STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized — 600,000,000 shares;

issued — 268,215,602 shares in 2005 and 2004), at Stated VAIUE......c.c.oviiv e 2,081.7
Common stock in treasury, 31,343,892 shares in 2005 and 21,356,458 shares in 2004, at cost .. (1,743.5)
Unamortized restricted SI0CK COMPENSALION ........cviievriiecs et bbbt s seb s {16.4)
RBLAINEA BAMINGS ..evvvvv v eevviiet et er st es s s b ebss s o8 b1 25 a e e o b e 6,556.1

TOBL ..ot e s e bbb 1 e br R bR R bt nr e nn 6,877.9
Minimum pension liabifity AQJUSIMENT ... e e e s (108.9
Cumulative ransiation @AIUSTMENE. .......coiveriie et e et bbb e b s a st er s 706
Unrealized gain (I0SS) 0N GBMVAIIVES. ....ov.cv. i ettt e e e s e 6.2
Unrealized gain On NVESIMENTS. ...ovvvs i st s s et et et 57

Accumulated other COMPrENenSIVE INCOME (I0SS) vvu..vurirriireiins et s e {26.4)

TOtal STOCKROIABTIS UITY.....vevvver et ettt ettt st bbb bbb bbbt 6,851.5
Total Liabilities and Stockholders’ EQUITY.............coocco oo s $ 33,636.8

2004

$ 31811
248.7

17.6
3,206.9
11,232.6

§63.0
1,286.9
1,999.1
21616
106.9
9736
217
2,493.1
5154

5281

109.7

$ 28,7540

$ 34575
142.3
39736
1359
179.2

62.6
11,090.4
3,319.7

22,3612

2,043.5
(1,040.4)

(12.7)
5,445.1

64355

(57.2)
9.1
6.4)

11.8

(42.7)
6,392.8

5287540

The notes to consolidated financial statements are an integral part of this statement.
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DEERe & COMPANY

STATEMENT OF CONSOLIDATED CASH FLOWS
For the Years Ended October 31, 2005, 2004 and 2003
(in millions of dollars)

Cash Flows from Operating Activities
NBLINCOME . vo st ek s s e et s
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for doubDHUL FECEIVADIES...........ecviiiis et et st e
Provision for depreciation and amortization
Undistributed earnings of unconsolidated affiliateS. ...........ccov.ivivioniniiieeii e
Provision {credif) for deferred INCOME TaXES ... ..cciviviimiieeit e e e
Changes in assets and liabilities:
Trade, notes and financing receivables related to sales of equipment
[MVBNEOTIES 1 .cv ettt bbb s es

Cash Flows from Investing Activities

ColleCtions Of FECBIVADIES ........co.ivirs ittt et et e s bbb s
Proceeds from sales of financing receivables.............coov....
Proceeds from maturities and sales of marketable securities ..
Proceeds from sales of equipment on operating leases .........
Proceeds from sales of DUSINESSES ....vvvvvvoervioniininnins
Cost of receivables acquired ...........cc.ccoeveeiveriennn,
Purchases of marketable securities ............o.cenvi.
Purchases of property and equipment ...
Cost of operating leases acquired..........ococvvcveienns
Acquisitions of businesses, net of cash acquired ............
Increase in receivables from unconsolidated affiliates .....

Cash Flows from Financing Activities

Increase (decrease) in SNOM-1ErM DOITOWINGS .......vorvviriiie et e et
Proceeds from long-term borrowings
Principal payments on 10ng-1erm DOMOWINGS ........cerrierinienines e eessvaess st e sesen s stsessresssssnsanens
Proceeds from issuance of COMMON SIOCK .......c..civor ittt e et et e
Repurchases of common stock '
Dividends paid........c.ocovceerieiivinieniee e

Effect of Exchange Rate Changes on Cash R,

Net Increase (Decrease) in Cash and Gash Equivalents ...
Cash and Cash Equivalents at Beginning of Year.................cciiinnnn

Cash and Cash Equivalents at End of Year.....................cccco. oo ioninon e ssstine s s

2004

2005 2003
$ 14468 $ 1,406.1 $ 6431
26.1 51.4 106.8
636.5 621.0 631.4
@) 20.7 (5.5)
(49.3) 385.0 33.1
(468.6) 863.7) 497.9
(324.1) (501.3) (72.8)
336.9 872.7 (184.9)
(312.0) (1,245.7) (175.9)
(71.6) (250.1) 163.3
1,216.6 496.1 1636.5
8,076.5 76116 6,844.0
5.2 2,206.8 1704.0
1,065.0 66.7 76.4
399.1 444.4 5145
50.0 90.6 25
(10,488.8) (10,493.5) 9,421.8)
(3,276.3) 79.6) (118.2)
(512.6) (363.8) (309.6)
(342.0 (290.6) (258.9)
(169.7) (192.9) (10.6)
(68.7) 6.8
(29.6) (1) (32.4)
(5,173.2) (1,069.1) (996.9)
18143 (356.0) 126.9
3,805.4 2,885 33129
(1,509.7) (2,312.7) (2,542.7)
153.6 250.8 1745
(918.9) {193.1) (4)
(289.7) (246.6) (210.5)
(1.9 (4 (1.8)
3,053.1 (668.5) 858.9
(19.4) 38.1 711
922.9) (1,203.4) 1,569.6
3,181.1 43845 2,814.9
$ 22582 $ 3,181.1 $ 43845

The notes to consolidated financial statements are an integral part of this statement.
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DEERE & COMPANY

STATEMENT OF CHANGES IN CONSOLIDATED STOCKHOLDERS’ EQUITY

For the Years Ended October 31, 2003, 2004 and 2005
{In millions of doliars)

Unamortized Other
Total Common Treasury Restricted Retained Comprehensive
Equity Stock Stock Stock Earnings Income (Loss)
Balance October 31,2002...................cccco e, $31632 $1,957.0 $(1,322.2) $(17.9) $ 39126 $ (1,366.4)
Comprehensive income (loss}
Net income............ TP OO 643.1 643.1
Other comprehensive income (loss)
Minimum pension liability adjustment ................ 45.9) 459
Cumulative translation adjustment 2139 2139
Unrealized gain on derivatives............. 24.6 24.6
Unrealized gain on investments........ 5.8 58
Total comprehensive income........... 8415
Repurchases of common stock................. (.4) (4
Treasury shares reissued..... 181.2 181.
Dividends declared.................. (211.2) (211.2)
Other stockholder ransactions ........cc.ecvvvivierirnnnen, 27.8 - 308 12.0 (15.0)
Balance October 31,2003...............cc.coc0 v 4,002.1 1,987.8 (1,141.4) 5.8 43285 (1,168.0)
Comprehensive income
NELINCOME v 1,406.1 1,406.1
Other comprehensive income
Minimum pension liability adjustment 1,020.8 1,020.8
Cumulative translation adjustment....... 88.3 88.3
Unreaiized gain on derivatives.............. 16.0 16.0
Unrealized gain on investments.........ccoocovenann. 2 2
Total comprehensive iNnCOME.............cc.ccoevvennn. 2,5314
Repurchases of common StOCK. ........vriveriverivecrccnuns (193.) (193.1)
Treasury shares reissued.......... 294.1 2941
Dividends declared............ccccoovvvivvonnrivonn e, (262.2) (262.2)
Other stockholder transactions .........ccccccoeoves v, 205 557 6.9 (28.3)
Balance October 31,2004 ......................occoceninnns 6,392.8 2,0435 (1,040.4) (12.7) 54451 42.7)
Comprehensive income
NELINCOME ....ver it 1,446.8 1,446.8
Other comprehensive income (103}
Minimum pension liability adjustment ................ ©1.7) ®1.7)
Cumulative translation adjustment ........cco...... 61.5 61.5
Unrealized gain on derivativesS.........ccccovvevriveninn, 12.6 12.6
Unrealized 10ss on investments ...........ccocevvan, ®.1) 6.1)
Total comprehensive inCOMe.................cccooeeae, 1,463.1
Repurchases of common StocK...........vverivens e, 918.9) (918.9)
Treasury Shares reissued........o.oveveivcinricnnienrionennns 215.8 2158
Dividends declared (2932 (293.2)
QOther stockholder transactions ........cc...ovvveriiveiennann, 8.1 38.2 3.7 (42.6)
Balance October 31,2005 ..............cc..ccco e $68515 $2,0817 $(1,743.5 $(16.4) $ 6,556.1 $ (264

The notes to consolidated financial statements are an integral part of this statement.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following are significant accounting policies in addition to those
included in other notes to the consolidated financial statements.
Principles of Consolidation

The consolidated financial statements represent the consolidation
of all companies in which Deere & Company has a controlling
interest. Deere & Company records its investment in each
unconsolidated affiliated company (generally 20 to 50 percent
ownership) at its related equity in the net assets of such affiliate.
Other investments (less than 20 percent ownership) are recorded at
cost. Consolidated retained earnings at October 31, 2005 include
undistributed earnings of the unconsolidated affiliates of $10 million.
Dividends from unconsolidated affiliates were $2 million in 2005,
$22 million in 2004 and $3 million in 2003 (see Note 6).

Certain special purpose entities (SPEs) related to the securi-
tization1 of financing receivables for secured borrowings, which are
also variable interest entities (VIEs), are consolidated since the
company is the primary beneficiary for these VIEs. Certain other
SPEs related to the securitization and sale of financing receivables,
which are also VIEs, are not consolidated since the company does
not control these entities, and they either meet the requirements
of qualified special purpose entities, or the company is not the
primary beneficiary. In addition, the specified assets in these
unconsolidated VIEs related to securitizations are not the only
source of payment for specified liabilities or other interests of these
VIEs and, therefore, do not require consolidation (see Note 10).

" Certain amounts for prior years have been reclassified
to conform with 2005 financial statement presentations.
Structure of Operations
Certain information in the notes and related commentary are
presented in a format which includes data grouped as follows:

Equipment Operations — Includes the company’s agricultural
equipment, commercial and consumer equipment and construction
and forestry operations with Financial Services reflected on the
equity basis.

Financial Services — Includes the company’s credit, health
care and certain miscellaneous service operations.

Consolidated —— Represents the consolidation of the
Equipment Operations and Financial Services. References
to “Deere & Company” or “the company” refer to the entire
enterprise.

Use of Estimates in Financial Statements

The preparation of financial statements in conformity with
accounting principles generally accepted in the U.S. requires
management to make estimates and assumptions that affect the
reported amounts and related disclosures. Actual results could
differ from those estimates.

Revenue Recognition

Sales of equipment and service parts to dealers are recorded when
title and all risk of ownership are transferred to the independent
dealer based on the agreement in effect with the dealer. In the
U.S. and most international locations, this transfer occurs primarily
when goods are shipped to the dealer. In Canada and some other
international locations, certain goods are shipped to dealers on a
consignment basis under which title and risk of ownership are
not transferred to the dealer. Accordingly, in these locations, sales
are not recorded until a retail customer has purchased the goods.
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In all cases, when a sale is recorded by the company, no significant
uncertainty exists surrounding the purchaser’s obligation to pay.
No right of return exists on sales of equipiment. Service parts
returns are estimable and accrued at the time a sale is recognized.
The company makes appropriate provisions based on experience
for costs such as doubttul receivables, sales incentives and product
warranty.

Financing revenue is recorded over the lives of the related
receivables using the interest method. Deferred costs on the
origination of financing receivables are recognized as a reduction
in finance revenue over the expected lives of the receivables using
the interest method. Income from operating leases is recognized
on a straight-line basis over the scheduled lease terms. Health care
premiums and fees are recognized as earned over the terms of the
policies or contracts.

Sales Incentives

At the time a sale to a dealer is recognized, the company records
an estimate of the future sales incentive costs for allowances and
financing programs that will be due when the dealer sells the
equipment to a retail customer. The estimate is based on historical
data, announced incentive programs, field inventory levels and
settlement volumes.

Product Warranties

At the time a sale to a dealer is recognized, the company records .
the estimated future warranty costs. These costs are usually
estimated based on historical warranty claims (see Note 20).
Securitization of Receivables

Certain financing receivables are periodically transferred to SPEs
in securitization transactions (see Note 10), For securitizations
that qualify as sales of receivables, the gains or losses from the sales
are recognized in the period of sale based on the relative fair value
of the portion sold and the portion allocated to retained interests.
The retained interests are recorded at fair value estimated by
discounting future cash flows. Changes in these fair values are
recorded after-tax in other comprehensive income, which is part
of stockholders” equity. Other-than-temporary impairments are
recorded in net income, For securitizations that qualify as collateral
for secured borrowings, no gains or losses are recognized at the
time of securitization. These receivables remain on the balance
sheet and are classified as “Restricted financing receivables - net.”
The company recognizes finance income over the lives of these
receivables using the interest method.

Shipping and Handling Costs

Shipping and handling costs related to the sales of the company’s
equipment are included in cost of sales.

Advertising Costs

Advertising costs are charged to expense as incurred. This expense
was $157 million in 2005, $151 million in 2004 and $144 million
in 2003.

Depreciation and Amortization

Property and equipment, capitalized software and other intangible
assets are depreciated over their estimated useful Lives using the
straight-line method. Equipment on operating leases is depreciated
over the terms of the leases using the straight-line method.
Property and equipment expenditures for new and revised products,
increased capacity and the replacement or major renewal of sig-
nificant items are capitalized. Expenditures for maintenance, repairs
and minor renewals are generally charged to expense as incurred.




Receivables and Allowances

All financing and trade receivables are reported on the balance
sheet at outstanding principal adjusted for any charge-offs, the
allowance for credit losses and doubtful accounts, and any deferred
fees or costs on originated financing receivables. Allowances for
credit losses and doubtful accounts are maintained in amounts
considered to be appropriate in relaton to the receivables
outstanding based on collection experience, economic conditions
and credit risk quality.

Impairment of Long-Lived Assets and Goodwill

The company evaluates the carrying value of long-lived assets
(including property and equipment, goodwill and other intangible
assets) when events and circumstances warrant such a review.
Goodwill is also reviewed for impairment by reporting unit
annually. If the carrying value of the long-lived asset is considered
impaired, a loss is recognized based on the amount by which the
carrying value exceeds the fair market value of the asset.
Derivative Financial Instruments

It is the company’s policy that derivative transactions are executed
only to manage exposures arising in the normal course of business
and not for the purpose of creating speculative positions or trading.
The company’s credit operations manage the relationship of the
types and amounts of their funding sources to their receivable and
lease portfolio in an effort to diminish risk due to interest rate
and foreign currency fluctuations, while responding to favorable
financing opportunities. The company also has foreign currency
exposures at some of its foreign and domestic operations related
to buying, selling and financing in currencies other than the

local currencies.

All derivatives are recorded at fair value on the balance
sheet. Each derivative is designated as either a cash flow hedge or
a fair value hedge, or remains undesignated. Changes in the fair
value of derivatives that are designated and effective as cash flow
hedges are recorded in other comprehensive income and reclassi-
fied to the income statement when the effects of the item being
hedged are recognized in the income statement. Changes in the
fair value of derivatives that are designated and effective as fair
value hedges are recognized currently in net income and offset to
the extent the hedge was effective by the fair value changes in the
hedged item. Changes in the fair value of undesignated hedges are
recognized currently in the income statement. All ineffective changes
1in derivative fair values are recognized currently in net income.

All designated hedges are formally documented as to the
relationship with the hedged item as well as the risk-management
strategy. Both at inception and on an ongoing basis the hedging
instrument is assessed as to its effectiveness. If and when a
derivative is determined not to be highly effective as a hedge,
or the underlying hedged transaction is no longer likely to occur,
or the derivative is terminated the hedge accounting discussed
above is discontinued and any past or future changes in the
derivative’s fair value that will not be effective as an offset to the
income effects of the item being hedged are recognized currently
in the income statement (see Note 25 for further information).
Health Care Claims and Reserves
Health care claims and reserves include liabilities for unpaid
claims based on estimated costs of settling the claims using past
experience adjusted for current trends.
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Foreign Currency Translation
The functional currencies for most of the company’s foreign
operations are their respective local currencies. The assets and
liabilities of these operations are translated into U.S. dollars at
the end of the period exchange rates, and the revenues and
expenses are translated at weighted-average rates for the period.
The gains or losses from these translations are included in other
comprehensive income, which is part of stockholders’ equity.
Gains or losses from transactions denominated in a currency other
than the functional currency of the subsidiary involved and foreign
exchange forward contracts and options are included in net income
or other comprehensive income. The total foreign exchange pretax
net loss for 2005, 2004 and 2003 was $7 million, $26 million and
$6 million, respectively.
New Accounting Standard Adopted
In 2005, the company adopted Financial Accounting Standards
Board (FASB) Statement No. 153, Exchanges of Nonmonetary
Assets an amendment of Accounting Principles Board (APB)
Opinion No. 29. This Statement eliminated the exception to fair
value accounting for nonmonetary exchanges of similar productive
assets and replaced it with an exception for nonmonetary exchanges
that do not have commercial substance. Commercial substance is
defined as a transaction that is expected to significantly change
future cash flows as a result of the exchange. The effect of the
adoption did not have a material effect on the company’s financial
position or net income.
New Accounting Standards to be Adopted
In December 2004, the FASB issued Statement No. 123
(revised 2004), Share-Based Payment. This Statement eliminated
the alternative of accounting for share-based compensation under
APB Opinion No. 25. The revised standard generally requires the
recognition of the cost of employee services for share-based
compensation based on the grant date fair value of the equity
or liability instruments issued. The effective date for the company
is the beginning of fiscal year 2006.The expected impact of the
adoption on the company’s net income in fiscal year 2006 will
be an expense of approximately $50 million after-tax.

In November 2004, the FASB issued Statement No. 151,
Inventory Costs an amendment of ARB No. 43, Chapter 4.
This Statement clarifies that abnormal amounts of idle facility
expense, freight, handling costs and wasted materials (spoilage)
should be recognized as current-period charges. It also requires
that allocation of fixed production overheads to the costs of
conversion be based on the normal capacity of the production
facilities. The effective date is the beginning of fiscal year 2006.
In May 2005, the FASB issued Statement No. 154, Accounting
Changes and Error Corrections a replacement of APB Opinion
No. 20 and FASB Statement No. 3. This statement requires
voluntary changes in accounting principles to be recorded
retrospectively for prior periods presented rather than a cumulative
adjustment in the current period. This treacment would also be
required for new accounting pronouncements if there are no
specific transition provisions. The accounting for changes in
estimates in the current period and the accounting for errors as
restatements of prior periods has not changed. The effective date
is the beginning of fiscal year 2007. The adoption of these



Staternents is not expected to have a material effect on the
Company’s financial position or net income.

Stock-Based Compensation

In 2005 and prior years, the company used the intrinsic value
method of accounting for its plans in accordance with APB
Opinion No. 25. No compensation expense for stock options was
recognized under this method since the options’ exercise prices
were not less than the market prices of the stock at the dates the
options were awarded (see Note 22). The stock-based compensa-
tion expense recognized in earnings relates to restricted stock
awards. For disclosure purposes under FASB Statement No. 123,
Accounting for Stock-Based Compensation, a binomial lattice
options pricing model was used in 2005 to calculate the “fair
values” of stock options, replacing the Black-Scholes model that
was used in 2004 and 2003. The company believes the binomial
lattice option pricing model provides a better estimate of the
option’s fair value. Based on these models, the weighted-average
fair values of stock options awarded during 2005, 2004 and 2003
were $19.97, $12.40 and $9.55 per option, respectively. For the
pro-forma disclosure information, the compensation cost of the
stock options that vest from one to three years was recognized on
a straight-line basis over the three-year vesting period.

Pro forma net income and net income per share, as if the
fair value method in FASB Statement No. 123 had been used
for stock-based compensation, and the assumptions used were as
follows with dollars in millions except per share amounts:

2005 2004 2003

Net income as reported $1447 $1406 $ 643
Add:
Stock-based employee compensation costs,

net of tax, included in net income
Less:
Stock-based employee compensation costs,

net of tax, as if fair value method had

been applied ..o 31) (32)
Pro forma net income $1380 $ 614
Net income per share;

As reported = DasiC.......c..ceoericininrionnnen $ 595 $ 569 $ 268

Pro forma — basic ..........covviveerienins $ 58 % 558 $§ 256

As reported — diluted.. $ 556 $ 264

Pro forma — diluted $ 547 $§ 253
Assumptions®

Risk-freg interest rate..........coccevevicvnnnn, 3.8% 2.6% 2.4%

Dividend vield 1.6% 1.4% 1.9%

Stock volatility 264%  278%  29.8%

Expected option life inyears .........c........ 75 32 3.4

* Welghted-averages

Acquisitions

In June 2005, the company acquired United Green Mark, Inc., an
entiry engaged in the wholesale distribution of irrigation, nursery,
lighting and landscape material, mainly in California. The cost

of the acquisition was approximately $118 million, including
approximately $91 million of goodwill. The preliminary values
assigned to major assets and labilities related to this acquisition in
addition to goodwill were approximately $29 million for trade
receivables, $20 million for inventories, $4 million for other assets
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and $26 million for liabilities. This entity is included in the
commercial and consumer equipment operations.

In September 2005, the company acquired an additional
48 percent ownership interest in John Deere Equipment Private
Ltd., a tractor manufacturer located in India. This acquisition
increases the company’s ownership percentage to 98 percent.

The cost of the acquisition was $48 million, which includes
goodwill of approximately $44 million. The preliminary values
assigned to major assets and liabilities related to this acquisition in
additon to goodwill were approximately $10 million for trade
receivables, $11 million for inventories, $18 million for property and
equipment, $12 million for other assets, $18 million for accounts
payable and accrued expenses, and $29 million for borrowings.
This entity 1s included in the agricultural equipment operations.

During 2005, the company made investments in the owner-
ship of certain wind energy entities and created a business unit
to provide project development, debt financing and other services
to those interested in harvesting the wind. The aggregate amount
of these investments was not material. This business unit is included
in the credit operations.

The goodwill generated in all these acquisitions were the
result of the future cash flows and related fair values of the entites
acquired exceeding the fair values of the entities identifiable assets
and liabilities. Certain long-lived assets are still being evaluated.
The results of these operations have been included in the company’s
financial statements since the date of the acquisition. The pro forma
results of operations as if the acquisitions had occurred at the
beginning of the fiscal year would not differ significantly from
the reported results.

2. CASH FLOW INFORMATION

For purposes of the statement of consolidated cash flows, the
company considers investments with original maturities of three
months or less to be cash equivalents. Substantially all of the
company’s short-term borrowings, excluding the current maturities
of long-term borrowings, mature or may require payment within
three months or less.

The Equipment Operations sell most of their trade
receivables to Financial Services. These intercompany cash flows
are eliminated in the consolidated cash flows.

All cash flows from the changes in trade accounts and notes
receivable {see Note 8) are classified as operating activities in the
Statement of Consolidated Cash Flows as these receivables arise
from the sale of equipment to the company’ customers. Cash flows
from financing receivables (see Note 9) that are related to the sale
of equipment to the company’s customers are also included in
operating activities. The remaining financing receivables are related
to the financing of equipment sold by an independent dealer and
are included in investing activities.

The company had non-cash operating and investing activities
not included in the Statement of Consolidated Cash Flows for
the transfer of inventory to equipment under operating leases
of approximately $256 million, $208 million and $157 million in
2005, 2004 and 2003, respectively.
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Cash payments for interest and income taxes consisted of
the following in millions of dollars:

2005 2004 2003

Interest:
Equipment Operations® .............ccccocreveercrccioron $ 377 $ 357 $354
Financial Services 576 395 416
Intercompany eliminations™ 281) (241) (226)

Consolidated ..o, $672 $ 511 $544
Income taxes:
Equipment Operations.........co.veveviseevrceives e $516 $39%5 $ 74
Financial SBIVICES ....ovviveviieaier e e 214 167 152
Intercompany eliminations.........c..coceveviveniieeiienns (183) (138 (142

$547 $424 § 84

*Includes interest compensation to Financial Services for financing trade receivables.

Consolidated

3. PENSION AND OTHER POSTRETIREMENT BENEFITS

The company has several defined benefit pension plans covering
its U.S. employees and employees in certain foreign countries.
The company also has several defined benefit health care and
life insurance plans for retired employees in the U.S. and Canada.
The company uses an October 31 measurement date for these plans.
The worldwide components of net periodic pension cost
and the assumptions related to the cost consisted of the following
in millions of dollars and in percents:

2005 2004 2003
Pensions
SBIVICE COS ...vvvveriives v e cenr e e $144 $130 $ 111
INEEIESE COSE .o 452 454 450
Expected return on plan assetS ..o 684) (619  (558)
Amortization of actuarial 108S ........coocovieerrivrenii 96 49 40
Amortization of prior Service Cost..........cccvvevunn. 43 41 40
Special early-retirement benefits.........c..co v, 3
Net CoSt.......c.coooovioir e $ 51 § 58 § 83
Weighted-average assumptions
DISCOUNT FatBS ..o 6.0% 6.7%
Rate of compensation increase ......... 3.9% 3.9%
Expected long-term rates of return 85%  85%

The worldwide components of net periodic postretirement
benefits cost and the assumptions related to the cost consisted of
the following in millions of dollars and in percents:

2005 2004 2003
Health care and life insurance
SBIVICE COS ..vevvvvvrvrvarssonsiceenn s $ 8 $ 93 § 88
INETESE COST...vvvrericie e 299 314 287
Expected returns on plan assets ... {60) (52) (39)
Amortization of actuarial 10SS .....c...ceerireeriiiiennnn. 297 304 176
Amortization of prior service COSE ..., (132) (129 2)
Special early-retirement benefits ... 2
Net COSt.........c..ocovmvir e $487 $538 §$510
Weighted-average assumptions
DISCOUNE FALES ..o 55% 61% 6.8%
Expected long-term rates of returm. ..o v, 85% 85% 8.5%
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A worldwide reconciliation of the funded status of the

benefit plans and the assumptions related to the obligations at
October 31 in millions of dollars follow:

Health Care

and
Pensions Life Insurance
2005 2004 2005 2004

Change in benefit obligations

Beginning of year balance ................... $(8,403) $(7,790) $(5,690) $(5,408)
SEIVICE COSE..vvevriereeier e e, (144)  (130) (83) (99)
INEEIESE COSL. .vnvveer e (452) (454) (2990 (314
Actuarial gain (10SS). ... vverrvrerrinivicnnnicenn, (19 @74 578  (209)
AMEndments ..o (13) 3) 12 92
Benefits paid..........ccoo oo 530 516 262 260
Special early-retirement benefits .......... 3) @
Foreign exchange and other 65) {8) (10)
End of year balance ............cccocevivvnieen, (8,403 (5,228) (5,690
Change in plan assets (fair value)
Beginning of year balance ..............cc..... 7,635 5,887 686 577
Actual return on plan assets................. 966 594 91 60
Employer contribution..........c..cccovoeeninen. 202 1,548 657 304
Benefits paid. ..o 530) (16 (2620  (260)
Foreign exchange and other.................. 11 22 5 5
End of year balance .......coovvvviennrccennn s 8284 7635 1177 686
Plan obligation more than

Plan @SSELS...c.ov v (4,051) (5,004)
Unrecognized actuarial loss 1,862 2768
Unrecognized prior service (credit) cost.... 187 217 (266) (387
Net amount recognized...................... 2175 2,000 (2,455 {2,623)
Minimum pension

liability adjustment.........cccccoovienricns (189  (106)

Net asset (liability) recognized.......... $1,986 $ 1,894 $(2,455) $(2,623)

Amounts recognized in
balance sheet

Prepaid benefit Cost .........cccoveeeriirri.. $2,663 $2433

Accrued benefit liability ... 677)  (599) $(2,455) $(2,623)
Intangible asset. ..o, 15 18
Accumulated pretax charge fo

other comprehensive income ............. 174 88

Net amount recognized $2175 $2,000 ${2,455) $(2,623)

Weighted-average assumptions
Discount rates
Rate of compensation increass..............

5.7%
3.8%

55% 5.5%

3.9%

6.0%

The total accumulated benefit obligations for all pension
plans at October 31, 2005 and 2004 was $8,037 million and
$7,954 million, respectively.

The accumulated benefit obligations and fair value of plan
assets for pension plans with accumulated benefit obligations in
excess of plan assets were $831 million and $160 million, respec-
tively, at October 31, 2005 and $732 million and $141 million,
respectively, at October 31, 2004. The projected benefit obligations
and fair value of plan assets for pension plans with projected
benefit obligations in excess of plan assets were $947 nullion
and $204 mullion, respectively, at October 31, 2005 and $4,725
million and $3,773 million, respectively, at October 31, 2004.



The benefits expected to be paid from the benefit plans,
which reflect expected future years of service, and the Medicare
subsidy expected to be received are as follows in millions of dollars.

Health Care Health Care
and Subsidy

Pensions Life Insurance Receipts*
200B.....c.ccvieir e $ 546 $ 275 $ 1
560 287 14
562 301 15
559 313 17
566 327 18
3,081 1,813 109

* Medicare Part D subsidy.

The company expects to contribute approximately

$160 million to its pension plans and approximately $800 million |

to its health care and life insurance plans in 2006, which include
direct benefit payments on unfunded plans. These expected contri-
butions also include voluntary contributions to the U.S. pension
plans of approximately $115 mullion and the health care plans of
approximately $760 mullon during 2006.

The annual rates of increase in the per capita cost of
covered health care benefits {the health care cost trend rates) used
to determine benefit obligations at October 31, 2005 were assumed
to be 8.0 percent for 2006 graded down evenly to 5.0 percent
for 2009 and all future years. The obligations at October 31,2004
assumed 9.0 percent for 2005 graded down evenly to 5.0 percent
for 2009. An increase of one percentage point in the assumed
health care cost trend rate would increase the accumulated postre-
tirement benefit obligations at October 31, 2005 by $658 million
and the aggregate of service and interest cost component of net
periodic postretirement benefits cost for the year by $56 million.
A decrease of one percentage point would decrease the obligations
by $579 million and the cost by $48 million.

The discount rate assumptions used to determine the
postretirement obligations at October 31, 2005 were based on
the Hewitt Yield Curve (HYC), which was designed by
Hewitt Associates to provide a means for plan sponsors to value
the liabilities of their postretirement benefit plans. The HYC is a
hypothetical double A yield curve represented by a series of
annualized individual discount rates. Each bond issue underlying
the HYC is required to have a rating of Aa or better by Moody’s
Investor Service, Inc. or a rating AA or better by Standard & Poor’.
Prior to using the HYC rates, the discount rate assumptions for
the postretirement expenses in 2005, 2004 and 2003 and the
obligations at October 31, 2004 were based on investment yields
available on AA rated long-term corporate bonds.

The following is the percentage allocation for plan assets at
Octobes 31:

Pensions Health Care

2005 2004 2005 2004

Equity SeCUrties. ..ot 62% 56% 44% 56%
Debt SECUMTIES. .. .cvvvv e 18 25 42 25
Real €StAtE ........covriirirr e 3 4 2 4
OtEr e 17 15 12 15

*Allocation affected by a contribtion at year end temporarily held in debt securities.

The primary investment objective is to maximize the
growth of the pension and health care plan assets to meet the

projected obligations to the beneficiaries over a long period of
time, and to do so in a manner that is consistent with the
company’s earnings strength and risk tolerance. Asset allocation
policy is the most important decision in managing the assets and
it is reviewed regularly. The asset allocation policy considers the
company’s financial strength and long-term asset class risk/return
expectations since the obligations are long-term in nature. On an
on-going basis, the target allocations for pension assets are approx-
imately 58 percent for equity securities, 17 percent for debt
securities, 4 percent for real estate and 21 percent for other and
for health care assets are approximately 54 percent for equity
securities, 26 percent for debt securities, 3 ipercent for real estate
and 17 percent for other. The assets are well diversified and are
managed by professional investment firms as well as by investment
professionals who are company employees.

The expected long-term rate of return on plan assets reflects
management’s expectations of long-term average rates of return
on funds invested to provide for benefits included in the projected
benefit obligations. The expected return is'based on the outlook
for inflation, fixed income returns and equity returns, while also
considering historical returns, asset allocation and investment
strategy. Although not a guarantee of future results, the average
annual return of the company’s U.S. pension fund was 10 percent
during the past ten years and 11 percent during the past 20 years.

In 2005, the company created certaini Voluntary Employees
Beneficiary Association trusts (VEBAs) for the funding of postre-
tirement health care benefits. The future expected asset returns
for these VEBASs are lower than the expected return on the other
pension and health care plan assets due to investment in a higher
proportion of short-term liquid securities. These assets are in
addition to the other postretirement health care plan assets that have
been funded under Section 401(h) of the U.S. Internal Revenue
Code and maintained in a separate account in the company’s
pension plan trust.

See Note 23 for defined contribution plans related to
employee investment and savings.

4, INCOME TAXES

The provision for income taxes by taxing jurisdiction and by sig-
nificant component consisted of the following in millions of dollars:

2005 2004 2003

Current;
us.
$109 $ 9%
5 4
206 200
320 300
Deferred:
us.
306 59
37 3
46 (25)
389 37
$700 $337

Based upon location of the company’s operations, the
consolidated income before income taxes in the U.S. in 2005, 2004
and 2003 was $1,275 million, $1,253 million and $428 million,




respectively, and in foreign countries was $881 million, $861 million
and $543 million, respectively. Certain foreign operations are
branches of Deere & Company and are, therefore, subject to
U.S., as well as foreign income tax regulations. The pretax income
by location and the preceding analysis of the income tax provision
by taxing jurisdiction are, therefore, not directly related.

A comparison of the statutory and effective income tax provi-
sion and reasons for related differences in millions of dollars follow:

2005 2004 2003

U.S. federal income tax provision

at a statutory rate of 35 percent..............
Increase (decrease) resulting from:
State and local income taxes, net of

$755 $740 $340

federal income tax benefit.........c.ooovvieiiiinins 10 27 4
Taxes on foreign activities......... - (©) {21) 4
Nondeductible costs and other-net ... 44 (37) 3

Provision for income taxes .............ccooooo.... $715 $709 $337

In October 2004, the American Jobs Creation Act of 2004
(the Act) was signed into law. The Act introduced a special
one-time dividends received deduction on the repatriation of
certain foreign earnings to a U.S. taxpayer (repatriation provision),
provided certain criteria are met. The deduction is 85 percent of
certain foreign earnings that are repatriated. During 2005, the
company recognized a tax benefit of approximately $15 million,
related to the repatriation of foreign earnings under the Act.

At October 31, 2005, accumulated earnings in certain
subsidiaries outside the U.S. totaled $692 million for which no
provision for U.S. income taxes or foreign withholding taxes has
been made, because it is expected that such earnings will be
reinvested overseas indefinitely. Determination of the amount
of unrecognized deferred tax Lability on these unremitted
earnings is not practical.

Deferred income taxes arise because there are certain items
that are treated differently for financial accounting than for income
tax reporting purposes. An analysis of the deferred income tax
assets and liabilities at October 31 in millions of dollars follows:

2005 2004
Deferred Deferred  Deferred  Deferred
Tax Tax Tax Tax
Assets  Liabilities  Assets  Liabilities
Postretirement benefit accruals........ $ 997 $1,017
Prepaid pension Costs. ...........cc..... $ 860 $ 778
Accrual for sales allowances.... 324 304
Tax over book depreciation ...... 231 263
Accrual for employee benefits.......... 185 126
Deferred lease income..........cc.o...... 154 159
Tax loss and tax credit camyforwards. .. 83 55
Allowance for credit 10SS€S ......ccoovve...ns 73 79
Minimum pension liability
adjustment.......c.occeer i 65 30
Intercompany profit in inventory ....... 37 36
Undistributed foreign earnings .......... 37 44
Other fTemS ... e 157 59 123 60
Less valuation allowances.............. (25) ol

" Deferred income tax

assets and liabilities $1906 $1341 §$1769 $1.304
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Deere & Company files a consolidated federal income tax
return in the U.S., which includes the wholly-owned Financial
Services subsidiaries. These subsidiaries account for income taxes
generally as if they filed separate income tax returns.

At October 31, 2005, certain tax loss and tax credit
carryforwards for $93 million were available with $58 million
expiring from 2006 through 2023 and $35 million with an
unlimited expiration date.

5. OTHER INCOME AND OTHER OPERATING EXPENSES

The major components of other income and other operating

expenses consisted of the following in millions of dollars:

2005 2004 2003
Other income
Gains from saies of receivables®.........c......... $ 5 $ 50 $ 54
Securitization and servicing fee income......... 48 58 55
Revenues from services 148 103 45
Investment income ................. 38 12 11
OthBI™ ™ .o 126 128 80
TOtAL. e e s $365  $351 $245
Other operating expenses
Depreciation of equipment on
0perating Ieases ..o iviviviviceriicvecnrinns $237  $239 $273
Cost of services 96 55 20
0]10]:" S OO 48 39 32
Total e s $ 381 $ 333 $325

*Includes securitization sales (none in 2005) and other sales of receivables.
** Includes gain from the sale of a rental equipment company in 2004.

6. UNCONSOLIDATED AFFILIATED COMPANIES

Unconsolidated affiliated companies are companies in which
Deere & Company generally owns 20 percent to 50 percent of
the outstanding voting shares. Deere & Company does not control
these companies and accounts for its investments in them on the
equity basis. The investments in these companies primarily consist of
Deere-Hitachi Construction Machinery Corporation (50 percent
ownership), Bell Equipment Limited (32 percent ownership)
and A&I Products (36 percent ownership). The unconsolidated
affiliated companies primarily manufacture or market equipment.
Deere & Company'’s share of the income of these companies is
reported in the consolidated income statement under “Equity in
Income (Loss) of Unconsolidated Affiliates”” The investment in
these companies is reported in the consolidated balance sheet
under “Investments in Unconsolidated Affiliates.”

Combined financial information of the unconsolidated
affiliated companies in millions of dollars is as follows:

Operations 2005 2004 2003
SAUBS .vv e s $1,983 $1,798 $1,929
NEt INCOME ....vves e, 14 2 23
Deere & Company’s equity in

NELINCOME ..ot 6 1 9
Financial Position 2005 2004
TOtAl @SSELS .. .vvvevvvvv e e enas e $ 817 $ 839
Total external BOMOWINGS .......cmvvvvverseessrereeres s 119 173
Total NEL ASSELS ..., 271 253
Deere & Company's share of

the NELBSSELS......vveviveecreec e e 107 107




7. MARKETABLE SECURITIES

All marketable securities are classified as available-for-sale, with
unrealized gains and losses shown as a component of stockholders’
equity. Reealized gains or losses from the sales of marketable
securities are based on the specific identification method.

The amortized cost and fair value of marketable securities
at October 31 in millions of dollars follow:

Amortized  Gross Gross
Cost  Unrealized Unrealized  Fair
or Cost Gains Losses Value
2005
EQuity SECUTIIES..... . vrverriirmsrenns $§ 25 §$ 5 $1 & 29
U.S. government debt securities ..... 402 3 399
Municipal debt securities ............. 141 141
Corporate debt securties............... 895 1 4 892
Mortgage-backed debt securities.. 319 2 317
Asset backed securities ................ 422 2 420
Other debt securities...........cccove. 252 252
Marketable securities............. $2456 ¢ 6 $12 $2,450
2004
Equity SECUrties..........orvvverrnnrns $ 25 $ 3 § 28
U.S. government debt securities ..... 73 2 $ 1 74
Corporate debt securities............... 72 2 74
Mortgage-backed debt securities .. 70 1 71
Marketable securities............. $ 2490 $ 8 $ 1 $ 247

The contractual maturities of debt securities at October 31,
2005 in millions of dollars follow:

Amortized Fair

Cost Value
DUg IN 0N YBAr OF IBSS .....covv e eeercsie s ssrins $ 584 $ 583
Due after one through five Years .....ccocevicniieniccncnens 1,340 1,336
Due after five through 10 Years........ccccoeevvverivinr v 129 127
Due after T0 YBAIS . ..cvv i vecrrviverrreicnr e e 378 375
Debt SECUIItIES ............ccooocoevvieeer e, $2,431  $ 2,421

Actual maturities may differ from contractual maturities
because some securities may be called or prepaid. Proceeds from
the sales of available-for-sale securities were $943 million in 2005,
$34 million in 2004 and $20 million in 2003. Realized gains and
losses, unrealized gains and losses, and the increase (decrease) in
the net unrealized gains or losses were not material in those years.
The unrealized losses that have been continuous for over twelve
months were also not material. The unrealized losses at
October 31,2005 and 2004 were primarily the result of an increase
in interest rates affecting the fair value of certain debt securities.

8. TRADE ACCOUNTS AND NOTES RECEIVABLE

Trade accounts and notes receivable at October 31 consisted of

the following in millions of dollars:

2005 2004

Trade accounts and notes:
AGUCUIUIAL .....covvo oo e $1,774  $1,838
Commercial and CONSUMET .........oovvveerirneniansiereens 701 793
Canstruction and fOrestry .....o.oveeeionniecricieiennns 643 576
Trade accounts and notes receivable-net ........ $3118 $3,207

—_—
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At October 31, 2005 and 2004, dealer notes included in
the previous table were $398 million and $411 million, and the
allowance for doubtful trade receivables was $54 million and
$56 million, respectively.

The Equipment Operations sell a significant portion of
newly originated trade receivables to the credit operadons and
provide compensation to the credit operations at market rates
of interest for these receivables.

Trade accounts and notes receivable primarily arise from
sales of goods to dealers. Under the terms of the sales to dealers,
interest is charged to dealers on outstanding balances, from the
earlier of the date when goods are sold to:retail customers by the
dealer or the expiration of certain interest-free periods granted at
the time of the sale to the dealer, undl payment is received by the
company. Dealers cannot cancel purchases after the equipment is
shipped and are responsible for payment even if the equipment
is not sold to retail customers. The interest-free periods are i
determined based on the type of equipment sold and the time of
year of the sale. These periods range from one to 12 months for
most equipment. [nterest-free periods may not be extended.
Interest charged may not be forgiven and interest rates, which
exceed the prime rate, are set based on market factors. The company
evaluates and assesses dealers on an ongoing basis as to their credit
worthiness and generally retains a security interest in the goods
associated with these trade receivables. The company is obligated to
repurchase goods sold to a dealer upon cancellation or termination
of the dealer’s contract for such causes as change in ownership,
closeout of the business or default. The company may also in
certain circumstances repurchase goods sold to a dealer in order
to satisfy a request for goods from another dealer.

Trade accounts and notes receivable have significant
concentratons of credit risk in the agricultural, comumercial
and consumer, and construction and forestry sectors as shown
in the previous table. On a geographic basis, there is not a
disproportionate concentration of credit risk in any area.

9. FINANCING RECEIVABLES

Financing receivables at October 31 consisted of the following in
millions of dollars:

2005 2004
Unrestricted  Restricted~  Unrestricted
Retail notes;
Equipment;
Agricuttural ... oo $ 6730 § 1405 § 5713
Commercial and consumer.. 1,212 1,161
Construction and forestry .......... 2,148 265 1,749
Recreational productS.........c.cvvievinee 51 75
TOMAl oo 10,141 1,670 8,698
1,238 oM
Revolving charge accounts.................. 1,598 1,513
Financing leases
(direct and sales-type) .....cccovervinenn 856 803
Operating 10ans........coovvveoeerrevriirennnes 384 380
Total financing receivables................ $142177 % 1670 $12335

(continued)



2005 2004
Unrestricted  Restricted  Unrestricted
Less:
Unearned finance income:
EQUIPMENE NOES ...cvvcvevvvevre $ 1098 $ 204 $ 834
Recreational product notes.......... 14 22
Financing 18ases ..........c.cvcerveenn 104 101
Total e e 1,216 204 957
Allowance for doubtful receivables... 132 8 145
Financing receivables - net.......... $12869 $ 1458 $ 11,233

Financing receivables have significant concentrations of
credit risk in the agricultural, commercial and consumer, and
construction and forestry sectors as shown in the previous table.
On a geographic basis, there is not a disproportionate concentration
of credit risk in any area. The company retains as collateral a
security interest in the equipment associated with retail notes,
wholesale notes and financing leases.

Financing receivables at October 31 related to the company’s
sales of equipment (see Note 2) that were included in the table
above were unrestricted and consisted of the following in millions
of dollars:

2005 2004
Retail notes™;
Equipment:
AGHCURUTAL..ov e $ 970 § 73
Commercial and consumer 74 68
Construction and forestry.........ccovvinvieriieiriennn: 553 378
TOME e e 1,597 1,177
Wholesale notes 1,238 941
SAlES-1YPE 1BASES 1vevvcn e s e 439 355
TOMA e s 3,274 2,473
Less:
Unearned finance income:
EQUIDMENT NOTES ... e 196 128
Sales-type 18aSES ..o 46 39
TOMAl oo e e 242 167
Financing receivables related to the
company’s sales of equipment...................... $3032 $2306

* These retail notes generally arise from sales of equipment by company-owned
dealers or through direct sales.

Financing receivable installments, including unearned
finance income, at October 31 are scheduled as follows in

millions of dollars:

2005 2004
Unrestricted ~ Restricted  Unrestricted
Dug in months;
$ 421§ 5939
403 2,486
360 1,822
300 1,131
164 729
22 228
Total ..o $14217 $ 1670 $12335

The maximum terms for retail notes are generally seven
years for agricultural equipment, seven years for commercial and
consumer equipment and five years for construction and forestry
equipment. The maximum term for financing leases 1s generally
five years, while the average term for wholesale notes is less than
12 months.

At October 31, 2005 and 2004, the unpaid balances of
receivables previously sold by the credit operations were $2,019
million and $3,398 million, respectively. The receivables sold are
collateralized by security interests in the related equipment sold to
customers. At October 31, 2005 and 2004, worldwide financing
receivables administered, which include financing receivables

. previously sold but still administered, totaled §16,346 million and
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$14,631 million, respectively.

Generally when financing receivables become approximately
120 days delinquent, accrual of finance income is suspended and
the estimated uncollectible amount is written off to the allowance
for credit losses. Accrual of finance income is resumed when the
receivable becomes contractually current and collection doubts
are removed. Investments in financing receivables on non-accrual
status at October 31, 2005 and 2004 were $74 million and
$65 mullion, respectively.

Total financing receivable amounts 60 days or more past due
were $34 million at October 31, 2005, compared with $41 nillion
at October 31, 2004. These past-due amounts represented
.24 percent of the receivables financed at October 31, 2005 and
.36 percent at October 31, 2004. The allowance for doubtful
financing receivables represented .97 percent and 1.28 percent
of financing receivables outstanding at October 31, 2005 and 2004,
respectively. In addition, at October 31, 2005 and 2004, the
company’s credit operations had $184 million of deposits withheld
from dealers and merchants available for potential credit losses.

An analysis of the allowance for doubtful financing receivables
follows in millions of dollars:

2005 2004 2003

Balance, beginning of the Year ..........coo.ovevvverveercnnn. $145 $149 $136

Provision charged to operations 19 43 84

Amounts written off..........occoieiiee (28) (37 (86
Other changes related to transfers for retail note

sales and translation adjustments 4 (10) {15)

Balance, end of the year $140 $145 $149

10. SECURITIZATION OF FINANCING RECEIVABLES

Secured Borrowings

Beginning in 2005, the credit operations’ new securitizations of
financing receivables (retail notes) held by special purpose entites
(SPEs) met the criteria for secured borrowings rather than sales
of receivables under FASB Statement No. 140, Accounting for
Transters and Servicing of Financial Assets and Extinguishments
of Liabilities. The borrowings related to these securitizations of
retail notes are included in short-term borrowings on the balance
sheet as shown in the following table. The securitized retail notes
are classified as “Restricted financing receivables - net” on the
balance sheet. The total restricted assets on the balance sheet
related to these securitizations include the restricted financing
receivables less an allowance for credit losses, and other assets



representing restricted cash as shown in the following table.
In addition to the restricted assets, the creditors of an unconsolidated
SPE involved in secured borrowings and sales of receivables related
to a $2.0 billion revolving bank conduit facility have recourse to a
reserve fund held by the SPE totaling approximately $42 million as
of October 31,2005. A portion of the previous transfers of retail
notes to this facility qualified as sales of receivables. As a result, this
reserve fund is also included in the maximum exposure to losses
for receivables that have been sold, discussed below. The company
recognizes finance income on these restricted retail notes using
the interest method and provides for credit losses incurred over
the lives of the retail notes in the allowance for credit losses.

The total components of consolidated restricted assets
related to securitization borrowings at October 31 were as follows

in millions of dollars:

2005
Restricted financing reCeivables ... .o vervverceeeeenieensrecnencennnienis $1,466
Allowance for Credit I0SSES......ovvvvererrerinies i @®)
OB ASSELS ....evvocvr v e e e 69
Total restricted SECUMHZEA ASSEIS ......ev.vvrvenr e $1,527

The components of consolidated secured liabilities related to
securitizations at October 31 were as follows in millions of dollars:

2005
Short-term DOMOWINGS ..evv.vvovvees e eer s e csin v e $1,474
Accrued interest 0n BOMTOWINGS .. .. cvv e e 2
Total liabilities related to restricted securitized assets .......oovcoveiioriinenns $1,476

A portion of the restricted retail notes totaling $816 million
on the balance sheet were transferred to SPEs that are not consol-
idated since the company is not the primary beneficiary, however,
the transfers qualified as secured financings rather than as sales.
The borrowings related to these restricted retail notes included
above are the obligations to these SPEs that are payable as the
retail notes are liquidated. The remaining restricted retail notes
totaling $650 million were transferred to a SPE that has been
consolidated since the company is the primary beneficiary.

This SPE is not a qualified SPE under FASB Statement No. 140
and, therefore, not exempt from consolidation. These restricted
retail notes are the primary assets of the consolidated SPE.

The borrowings included above for the consolidated SPE are
obligations to the creditors of the SPE that are also payable as
the retail notes are liquidated. SPEs utilized in securitizations of
retail notes differ from othier entities included in the company’s
consolidated statements because the assets they hold are legally
isolated. For bankruptcy analysis purposes, John Deere Capital
Corporation (Capital Corporation), which is included in the
company’s credit operations, has sold the receivables to the SPEs in
a true sale and the SPEs are separate legal entities from the
Capital Corporation. Use of the assets held by the SPEs are
restricted by terms of the governing documents. Repayment of
the secured borrowings depends primarily on cash flows
generated by the restricted assets and the reserve fund mentioned
above. At October 31, 2005, the maximum remaining term of
the restricted receivables included in the restricted assets was
approximately six years.

Sales of Receivables
Prior to 2005 the company periodically sold receivables to special
purpose entities (SPEs) in securitizations of retail notes. It retains

interest-only strips, servicing rights, and in some cases, reserve
accounts and subordinated certificates, all of which are retained
interests in the securitized receivables. The retained interests are
carried at estimated fair value in “Other receivables” or “Other
assets” on the balance sheet. Gains or losses on sales of the receiv-
ables depended in part on the previous carrying amount of the
financial assets involved in the transfer, allocated between the assets
sold and the retained interests based on their relative fair values at
the date of transfer. The company generally estimates fair values
based on the present value of future expected cash flows using
management’s key assumptions as discussed below. The company
retains the rights to certain future cash flows and in the US.
transactions receives annual servicing fees approximating 1 percent
of the outstanding balance. No significant balances for servicing
assets or liabilities exist because the benefits received for servicing
are offset by the costs of providing the servicing. The company’s
maximum exposure under recourse provisions related to securiti-
zations at Qctober 31, 2005 and 2004 was $151 million and
$218 million, respectively. The recourse provisions include the
fair value of the retained interests and all other recourse obligations
contractually specified in the securitization agreements.
The company does not record the other recourse obligations as
liabilities as they are contingent liabilities that are remote at this
time. Except for this exposure, the investors and securitization
trusts have no recourse to the company for failure of debtors to
pay when due. The company’s retained interests are subordinate
to investors’ interests, and their values are subject to certain key
assumptions as shown below. The total assets of the unconsolidated
SPEs related to these securitizations at October 31, 2005 and 2004
were $1,923 million and $3,441 million, respectively.

Pretax gains in millions of dollars on securitized retail notes
sold (none in 2005) and key assumptions used to initially determine
the fair value of the retained interests were as follows:

2004 2003
PrELAX GaINS .vuvvvvive v i ssas s e $ 48 $ 50
Weighted-average maturities in months............ccccenrvcinenns 20 21
Average annual prepayment rates v 20% 19%
Average expected annual credit 10SSeS......c...ccceevrvivnns .38% 42%
Discount rates on retained interests
and subordinate tranches..........corv i, 13% 13%

Cash flows received from securitization trusts for retail notes
sold in millions of dollars were as follows:

2005 2004 2003

Proceeds from new securitizations ................ $2,269 $1,891
Servicing fees received ... $ 22 30 24
Other cash flows recelved .......ccocovviivnironnes 46 66 49

Components of retained interests in securitized retail notes
sold at October 31 in millions of dollars follow:

2005 2004

INTEFESE ONIY SHDS. . vvvvvverreeerseensceenr e ivsesseeeerenssssrineens $ 51 $ 70
Reserve accounts held for benefit of

SECUMHZAtioN BNHHES ....ove v i 69 43

Subordinated Certificates.. ..o v 7 16

Retained interests ... cssienins $127 $ 129

e




The total retained interests, weighted-average life, weighted-
average current key economic assumptions and the sensitivity
analysis showing the hypothetical effects on the retained interests
from immediate 10 percent and 20 percent adverse changes in
those assumptions with dollars in millions were as follows:

2005 2004
Securitized retail notes sold
Carrying amouni/fair value of retained interests............... $127 $ 129
Weighted-average !ife (in months) ..o e 14 16
Prepayment speed assumption (@nnual rate) ..................... 19% 20%
Impact on fair value of 10% adverse change ............... $ 7 $ 18
Impact on fair value of 20% adverse change ............... $13 $ 36
Expected credit losses @nnual rate) .......cc.cooveciviniernnne 48% 40%
Impact on fair value of 10% adverse change ............... $ 9 $ 20
Impact on fair value of 20% adverse change ............ $18 $ 40
Residual cash flows discount rate (annual} .........c.coovevvne. 10% 13%
Impact on fair value of 10% adverse change ................ 326 § 36
impact on fair value of 20% adverse changg .............. $ 50 $ 71

These sensitivities are hypothetical changes in fair value and
cannot be extrapolated because the relationship of the changes
in assumption to the changes in fair value may not be linear.
Also, the effect of a variation in a particular assumption is calculated
without changing any other assumption, whereas changes in one
factor may result in changes in another. Accordingly, no assurance
can be given that actual results would be consistent with the results
of these estimates.

Principal balances of dwned, securitized retail notes sold
and total managed retail notes; past due amounts; and credit losses
(net of recoveries) as of and for the years ended October 31,
in millions of dollars follow:

Principal Principal 60 Days or  Net Credit

Qutstanding More Past Due Losses
2005
OWned......cooocovrininns s $ 10,223 $ 15 $ 4
Securitized retail notes soid... 1,777 7 3
Managed........coeroeeriverinnnces $ 12,000 $ 22 $7
2004
[01117:T+ [P $ 7,648 $ 20 $9
Securitized retail notes sold... 3,215 10 5
Managed........ooovr e $ 10,863 $ 30 $14

The amount of actual and projected future credit losses
as a percent of the original balance of securitized retail notes sold
{expected static pool losses) were as follows:

Securitized Retail Notes Sold in

2004 2003
Actual and Projected Losses (%) as of October 31:
40% .34%
59% 49%
B87%

11. OTHER RECEIVABLES
‘Other receivables at October 31 consisted of the following in
millions of dollars:

2005 2004
Taxes 1ECEIVANIE ... ocvvviieei et e oo $ 316 $ 424
Receivables relating to securitized retail notes sold............ 120 113
BT et b 125 126
Other receivables.........c...cco..oooovccnncinne s $ 561 $ 663

The credit operations’ receivables related to securitizations
are equal to the present value of payments to be received for
certain retained interests and deposits made with other entities
for recourse provisions under the retail note sales agreements.

12. EQUIPMENT ON OPERATING LEASES

Operating leases arise primarily from the leasing of John Deere
equipment to retail customers. Initial lease terms generally range
from 36 to 60 months. Net equipment on operating leases totaled
$1,336 million and $1,297 million at October 31, 2005 and 2004,
respectively. The equipment is depreciated on a straight-line basis
over the terms of the leases. The accumulated depreciation on this
equipment was $436 million and $468 million at October 31, 2005
and 2004, respectively. The corresponding depreciation expense
was $237 million in 2005, $239 million in 2004 and $273 million
in 2003.

Future payments to be received on operating leases totaled
$628 million at October 31, 2005 and are scheduled as follows
in millions of dollars: 2006 — $266, 2007 — $182, 2008 — $109,
2009 — $54 and 2010 - $17.

13. INVENTORIES

Most inventories owned by Deere & Company and its

United States equipment subsidiaries are valued at cost, on the
“last-in, first-out” (LIFO) basis. Remaiming inventories are
generally valued at the lower of cost, on the “first-in, first-out”
(FIFO) basis, or market. The value of gross inventories on the
LIFO basis represented 61 percent of worldwide gross inventories
at FIFO value on October 31, 2005 and 2004, respectively. If all
inventories had been valued on a FIFO basis, estimated inventories
by major classification at October 31 in millions of dollars would
have been as follows:

2005 2004
Raw materials and SUDDUIES. ...........c.co.oorrerrreerrioriaens e, $ 716 $§ 589
 Work-in-process ... 425 408
Finished machines and parts.... 2,126 2,004
Total FIFO value .....coococvverivvennn 3,267 3,001
Less adjustment to LIFO value...... 1,132 1,002
INVENEOTIES .......ccooooevive e s $2135 $1999
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14. PROPERTY AND DEPRECIATION

15. GOODWILL AND OTHER INTANGIBLE ASSETS-NET

A summary of property and equipment at October 31 in millions
of dollars follows:

Average
Useful Lives
{Years) 2005 2004

Equipment Operations
LaNG ..o e $ 79 $§ 75
Buildings and building equipment .. 25 1,490 1,419
Machinery and equipment............c........ 10 2,961 2,870
Dies, patterns, tools, etc 7 1,039 987
AILOHNET ovvvv e e 5 589 571
Construction in progress 232 156

Total at CoOSt.vncre s 6,390 6,078
Less accumulated depraciation............... 4113 3,966

TOtAl e e 2,277 2,112
Financial Services
LANG o e 3 4
Buildings and building equipment ... 25 38 38
Machinery and equipment.............. 10 7 7
AlLGHEN e, 6 53 95
Construction in progress.... 44

Totalat costu.iinn 145 104
Less accumulated depreciation............... 57 54

Tl e 88 50
Property and equipment-net .......... $2,365 $2,162

Leased property under capital leases amounting to
$23 million and $13 million at October 31, 2005 and 2004,
respectively, is included in property and equipment.

Property and equipment is stated at cost less accumulated
depreciation. Total property and equipment additions in 2005,
2004 and 2003 were $524 million, $365 million and $320 million
and depreciation was $357 million, $342 million and $319 million,
respectively. Financial Services property and equipment additions
included above were $47 million, $18 million and $6 million in
2005, 2004 and 2003 and depreciation was $8 million in all three
years. The increase in Financial Services additions in 2005 was
primarily due to the wind energy entities (see Note 1).

Capitalized software is stated at cost less accumulated
amortization and the estimated useful life is three years. .

The amounts of total capitalized software costs, including purchased
and internally developed software, classified as “Other Assets” at
October 31, 2005 and 2004 were $339 million and $315 million,
less accumulated amortization of $264 million and $240 million,
respectively. Amortization of these software costs was $41 million,
in 2005 and $38 million in 2004 and 2003.

The cost of compliance with foreseeable environmental
requirements has been accrued and did not have a material effect
on the company’ financial position or results of operations.
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The amounts of goodwill by operating segment were as

follows in millions of dollars:

2005* 2004
Agricultural BQUIDMENT.........ccovirrrirce e e, $ 131§ 10t
Commercial and consumer equUIDMENt......cc.ooceoivensvn, 384 299
Construction and forestry.......c.cccoeevvveevveriiies i 564 574
Total goodwill..........co..coooviiiin i $108 § 974

* The changes in goodwill between years for agricultural equipment and commercial
and consumer equipment were primarily due to acquisitions (see Note 1), The remaining
changes are primarily due to fluctuations in foreign currency exchange rates.

The components of other intangible assets are as follows in

millions of dollars:

2005 2004

Amortized intangible assets:

Gross patents, licenses and Other ... $ 9 3 12
Accumulated amOrtization ..........ce. e i ®) {8)
Net patents, licenses and Other .........coocoevvvciierivinnns 3 4

Unamortized intangible assets:

Intangible asset related to minimum
pension ability ........ccc.ccvvei e 15 18
Total other intangible assets-net ....................... $ 18 § 2

Other intangible assets, excluding the intangible pension
asset, are stated at cost less accumulated amortization and are
being amortized over 17 years or less on the straight-line basis.
The intangible pension asset is remeasured and adjusted annually.
The amortization of other intangible assets is not significant.

16. SHORT-TERM BORROWINGS

Short-term borrowings at October 31 consisted of the following

in millions of dollars:

2005 2004
Equipment Operations
COMMETCIAl PADET vvcvvvevve v i $ 324 § 258
Notes payable 1o BanksS ......ccoeevcvevor i 80 19
Long-term borrowings dug within one year ...................... 274 35
TOMEL ..o, 678 312
Financial Services
CommMErCal PADET . ........ovececriiviereeee e 1,902 1,629
Notes payable to banks 11 32
Notes payable related to securitizations (see below) ......... 1,474
Long-term borrowings due within one year. 2,819 1,485
TOML o 6,206 3,146
Short-term borrowings.............c..cc.coccerevinniriennns $6,884 $3,458

The notes payable related to securitizations for Financial
Services are secured by restricted financing receivables (retail notes)
on the balance sheet (see Note 10). Although these notes payable
are classified as short-term since payment is required if the retail
notes are liquidated early, the payment schedule for these
borrowings based on the expected liquidation of the retail notes
in millions of dollars is as follows: 2006 - $567, 2007 - $397,

2008 - $272,2009 - $171, 2010 - $60 and later years §7.




The weighted-average interest rates on total short-term
borrowings, excluding current maturities of long-term borrowings,
at October 31, 2005 and 2004 were 3.9 percent and 2.8 percent,
respectively. All of the Financial Services’ short-term borrowings
represent obligations of the credit subsidiaries.

Lines of credit available from U.S. and foreign banks
were $2,594 million at October 31, 2005. Some of these
credit lines are available to both Deere & Company and the
Capital Corporation. At October 31, 2005, $272 million of
these worldwide lines of credit were unused. For the purpose
of computing the unused credit lines, commercial paper and
short-term bank borrowings, excluding secured borrowings and
the current maturities of long-term borrowings, were considered
to constitute utilization.

Included in the above lines of credit are long-term credit
facility agreements for $1,250 mullion, expiring in February 2009,
and $625 million, expiring in February 2010, for a total of $1,875
million long-term. The agreements are mutually extendable and
the annual facility fee is not significant. The credit agreements
have various requirements of the Capital Corporation, including
the maintenance of its consolidated ratio of earnings to fixed
charges at not less than 1.05 to 1 for each fiscal quarter and the
ratio of senior debt, excluding secured borrowings, to total
stockholder’s equity at not more than 8 to 1 at the end of any
fiscal quarter. The credit agreements also require the Equipment
Operations to maintain a ratio of total debt to total capital
(total debt and stockholders’ equity excluding accumulated other
comprehensive income (loss)) of 65 percent or less at the end of
each fiscal quarter according to accounting principles generally
accepted in the US. in effect at October 31, 2004. At October 31,
2005, the ratio was 31 percent. Under this provision, the company’s
excess equity capacity and retained earnings balance free of
restriction at October 31, 2005 was $5,208 million. Alternatively

under this provision, the Equipment Operations had the capacity .

to incur additional debt of $9,673 million at October 31, 2005.
All the requirements of the credit agreements have been met
during the periods included in the financial statements.

Deere & Company has an agreement with the Capital
Corporation pursuant to which it has agreed to continue to
own at least 51 percent of the voting shares of capital stock of the
Capital Corporation and to maintain the Capital Corporation’s
consolidated tangible net worth at not less than $50 million.
This agreement also obligates Deere & Company to make
income nuintenance payments to the Capital Corporation such
that its consolidated ratio of earnings before fixed charges to
fixed charges is not less than 1.05 to 1 for any fiscal quarter.
Deere & Company’s obligations to make payments to the
Capital Corporation under the agreement are independent of
whether the Capital Corporation is in default on its indebtedness,
obligations or other liabilities. Further, the company’s obligations
under the agreement are not measured by the amount of the
Capital Corporation’s indebtedness, obligations or other liabilities.
Deere & Company’s obligations to make payments under this
agreement are expressly stated not to be a guaranty of any specific
indebtedness, obligation or lability of the Capital Corporation
and are enforceable only by or in the name of the Capital
Corporation. No payments were required under this agreement
during the periods included in the financial statements.

17. ACCOUNTS PAYABLE AND ACGRUED EXPENSES

Accounts payable and accrued expenses at October 31 consisted
of the following in millions of dollars: ‘

2005 2004
Equipment Operations

Accounts payable:
Trade PayableS . ... oo e e s $1,213 $1,246
74 69
61 62

Accrued expenses:
Employee DENBIES . ...vcvvviericeris e e e 914 719
Product warranties ............. .. 535 458
Dealer sales program discounts.... .32 287
Dealer sales volume discounts...... 224

619
3,684
Financial Services
Accounts payable:
Deposits withheld from dealers and merchants............. 184 184
OthBT ... e e 169 196
Accrued expenses:

Interest payable ... 116 85
Employee BENEfitS ......ovvviieieeccs e, 86 60
OB e v e 163 106

TOAl oo e 718 631
EBMINALONS™ ....oovcoev ettt e 379 34
Accounts payable and accrued expenses .............. $4,384 $3,974

* Primarily trade receivable valuation accounts which are reclassified as accrued
expenses by the Equipment Operations as a resuft of their trade receivables being
sold to Financial Services.

18. LONG-TERM BORROWINGS

Long-term borrowings at October 31 consisted of the following
in millions of dollars:

2005 2004

Equipment Gperations™
Notes and debentures:
Medium-term notes:
Average interest rate 0f 9.2% — 2004.......cc...cocoinns $ 20
5-7/8% U.S. doliar notes due 2006: ($250 principal)
Swapped $170 tc Euro at average variable
interest rates of 3.1% — 2004........c.ovcevviinncnenicenne 250"
7.85% debentures due 2010 ..o $ 500 500
6.95% notes due 2014: ($700 principal)
Swapped to variable interest rates

of 5.2% = 2005, 3.1% = 2004 ....c0cocoviiiviiverann, 744 786"
8.95% debentures due 2019 200 200
8-1/2% debentures dug 2022 .......cccovcvmvcrinviniiniins 200 200
6.55% debentures due 2028 200 200
8.10% debentures due 2030 250 250
7.125% notes due 2031 ... 300 300
OtNEI ROMES ..ot 29 22

TOMBL covvv e e s $2423 $2728

{continued)



2005 2004

Financial Services**
Notes and debentures:

Medium-term notes due 2005 — 2010:
(principal $5,055 - 2005, $3,443 - 2004)
Average interest rates of 4.1% - 2005,
3.9% — 2004

5.125% debentures due in 2008: ($600 principal)
Swapped $300 to variable interest rates
of 2.7% ~ 2004

4.5% notes due 2007: ($500 principal)
Swapped $300 in 2005 and 2004
to variable interest rates of 4.5% — 2005,
2.4% — 2004

3.90% notes due 2008: ($850 principal)
Swapped $350 in 2005 and $525 in 2004
to variable interest rates of 4.7% — 2005,
2.6% - 2004

6% notes due 2009: (3300 principal)

Swapped to variable interest rates
0f 4.0% - 2005,1.9% - 2004........cc.covevreeriirini
7% notes due 2012: ($1,500 principal)
Swapped $1,225 in 2005 and 2004 to variable
interest rates of 4.8% — 2005, 2.9% — 2004........... 1,592*
5.10% debentures due 2013: (3650 principal)
Swapped to variable interest rates
of 4.8% — 2005, 2.7%~ 2004........cco.coev i
Other notes

$ 5,047 $ 3,459

620"

658"
264

8,362
$11,090

—

Long-term horrowings

* Includes fair value adjustments related to interest rate swaps.
“* All interest rates are as of year end.

All of the Financial Services’ long-term borrowings
represent obligations of the credit subsidiaries.

The approximate principal amounts of the Equipment
Operations’ long-term borrowings maturing in each of the next
five years in millions of dollars are as follows: 2006 — $272,

2007 — $7,2008 — $2, 2009 — $17 and 2010 —- $506.

The approximate principal amounts of the credit subsidiaries’
long-term borrowings maturing in each of the next five years in
millions of dollars are as follows: 2006 — $2,811, 2007 — $3,004,
2008 - $2,235, 2009 — $1,311 and 2010 — $563.

19. LEASES

At October 31, 2005, future minimum lease payments under
capital leases amounted to $20 million as follows: 2006 — $12,
2007 - $1,2008 - $1, 2009 - $1, 2010 - $1 and later years

$4. Total rental expense for operating leases was $111 million in
2005, $102 million in 2004 and $98 million in 2003. At October
31, 2005, future minimum lease payments under operating leases
amounted to $358 million as follows: 2006 — §93, 2007 — $88,
2008 — $44, 2009 — 835, 2010 — $24 and later years §74.

See Note 20 for operating leases with residual value guarantees.
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20. CONTINGENCIES AND COMMITMENTS

The company generally determines its total warranty liability by
applying historical claims rate experience to the estimated amount
of equipment that has been sold and is still under warranty based
on dealer inventories and retail sales. The historical claims rate is
primarily determined by a review of five-year claims costs and
current quality developments.

A reconciliation of the changes in the warranty liability in
millions of dollars follows:

Warranty Liability

2005 2004
Beginning of year DAlaNCe ......c.cvvvierveriiecine e $ 458 $§ 389
PAYMBNLS oot v e e @453 (378
ACCruals for Warmanties ... ... v ineesisrsisssnnsns o 530 447
End of year BalENCE ......coveveves e e § 535 § 458

The company has guaranteed certain recourse obligations
on financing receivables that it has sold. Ifithe receivables sold are
not collected, the company would be required to cover those losses
up to the amount of its recourse obligation. At October 31, 2005,
the maximum amount of exposure to losses under these agreements
was $153 million. The estimated credit risk associated with sold
receivables totaled $10 million at October 31, 2005. This risk of loss
is recognized primarily in the related retained interests recorded
on the company’s balance sheet (see Note 10). The company may
recover a portion of any required payments incurred under these
agreements from the repossession of the equipment collateralizing
the receivables. At October 31, 2005, the maximum remaining
term of the receivables guaranteed was approximately five years.

At October 31, 2005, the company had approximately
$145 million of guarantees issued primarily to overseas banks related
to third-party receivables for the retail financing of John Deere
equipment. The company may recover a portion of any required
payments incurred under these agreements from repossession of
the equipment collateralizing the receivables. At October 31, 2005,
the company had accrued losses of approximately $2 million
under these agreements. The maximum remaining term of the
receivables guaranteed at October 31, 2005 was approximately
eight years.

At October 31, 2005, the company had guaranteed
approximately $40 million of residual values for two operating
leases related to an administrative office and a manufacturing
building. The company is obligated at the end of each lease term
to pay to the lessor any reduction in market value of the leased
property up to the guaranteed residual value. The company
recognizes the expense for these future estimated lease payments
over the terms of the operating leases and had accrued losses of
$10 million related to these agreements at October 31, 2005.
The leases have terms expiring in 2006 and 2007.

The credit operations’ subsidiary, John Deere Risk
Protection, Inc., offers crop insurance products through a managing
general agency agreement (MGA) with an insurance company
(Insurance Carrier) rated “Excellent” by A.M. Best Company.

As 2 managing general agent, John Deere Risk Protection, Inc.
will receive commuissions from the Insurance Carrier for selling
crop insurance to producers. The credit operations have guaranteed




certain obligations under the MGA, including the obligation

to pay the Insurance Carrier for any uncollected premiums.

At October 31, 2005, the maximum exposure for uncollected
premiums was approximately $14 million. Substantially all of the
credit operations’ crop insurance risk under the MGA has been
mitigated by public and private reinsurance. All private reinsurance
companies are rated “Excellent” or higher by A M. Best Company.
In the event of a complete crop failure on every policy written
under the MGA in 17 states and the default of the U.S. Department
of Agriculture and a syndicate of highly rated reinsurance companies
on their reinsurance obligations, the credit operations would be
required to teimburse the Insurance Carrier for the maximum
exposure under the MGA of approximately $633 million at
October 31,2005. The credit operations believe that the likelihood
of the occurrence of substantially all of the events that give rise to
the exposure under this MGA is extremely remote and as a result,
at October 31,2005, the credit operations have accrued probable
losses of approximately $.1 million under the MGA.

At October 31, 2005, the company had commitments of
approximately $314 million for the construction and acquisition
of property and equipment. The company had $17 million of
restricted investments related to conducting the health care
business in various states at October 31, 2005.

The company also had other miscellaneous contingent
liabilities totaling approximately $40 million at October 31, 2005,
for which it believes the probability for payment is primarily remote.

John Deere B.V, located in the Netherlands, is a consolidated
indirect wholly-owned finance subsidiary of the company. The debt
securities of John Deere B.V,, including those which are registered
with the U.S. Securities and Exchange Commission, are fully and
unconditionally gnaranteed by the company. These registered debt
securities due in 2006 totaled $250 million at October 31, 2005
and are included on the consolidated balance sheet.

The company is subject to various unresolved legal actions
which arise in the normal course of its business, the most prevalent
of which relate to product liability (including asbestos related
liability), retail credit, software licensing, patent and trademark
matters. Although it is not possible to predict with certainty the
outcome of these unresolved legal actions or the range of possible
loss, the company believes these unresolved legal actions will not
have a material effect on its financial statements.

21. CAPITAL STOCK

Changes in the common stock account in millions were as follows:

Number of
Shares Issued  Amount
..................................... 268.2 $1,957
................. 3
................. 268.2 1,088
................. 56
.................................... 268.2 2,044
......................................................................... 38
............................... 268.2 $2,082

The number of common shares the company is authorized
to issue is 600 million and the number of authorized preferred
shares, none of which has been issued, is 9 million.

A reconciliation of basic and diluted net income per share
follows in millions, except per share amounts:

2005 2004 2003

NELINCOME. ... e $1,4468 $1,406.1 $6431
Average shares outstanding ... veenns 243.3 247.2 240.2
Basic net income per share..................... $ 595 § 569 §$ 268
Average shares outstanding ..........oocoeeevevees 2433 2472 240.2

Effect of dilutive stock options ..........ccc.... 3.1 59 3.1
Total potential shares outstanding ............ 246.4 2531 243.3
587 $ 556 $ 264

Diluted net income per share ............... $

All stock options outstanding were included in the
computation during 2005, 2004 and 2003.

22. STOCK OPTION AND RESTRICTED STOCK AWARDS

The company issues stock options and restricted stock to key
employees under plans approved by stockholders. Restricted stock
is also issued to nonemployee directors under a plan approved
by stockholders. Options are generally awarded with the exercise
price equal to the market price and become exercisable in one
to three years after grant. Options generally expire 10 years after
the date of grant. According to these plans at October 31, 2005,
the company is authorized to grant an additional 5.4 million shares
related to stock options or restricted stock.

During the last three fiscal years, shares under option in
millions were as follows:

2005 2004 2003

Exercise Exercise Exercise
Shares  Price* Shares Price* Shares Price”

Outstanding at

beginning of year ..... 182 $46.40 21.2 $4257 2293 $41.58
Granted —at market.... 3.8 6937 33 6164 39 4580
Exercised..........c....... (3.7 4306 (6.2 4142 (48 36.30
Expired or forfeited..... (1) 59.05 (1) 4755 (8) 6868
Outstanding at

end of year............ 182 51.82 182 46.40 212 4257
Exercisable at

end of year............. 11.3 4492 113 4267 131 4180

* Weighted-averages

Options outstanding and exercisable in millions at
October 31, 2005 were as follows:

Options Outstanding Options Exercisable
Remaining

Range of Contractual Exercise Exercise
Exercise Prices Shares  Life (rs)*  Price” Shares  Price”
$32.53-$34.13...... 7 2.87 $32.64 7 $3264
$36.37 - $41.47 ..... 18 4.07 41.30 18 41.30
$42.07 - $46.11 ... 81 6.08 43,57 7.0 43.21
$60.97 - $56.50 ..... 7 2.28 55.43 7 55.43
$61.64 — $69.37 ..... 6.9 8.63 65.85 1.1 62.07
Total. e, 18.2 113

" Weighted-averages




In 2005, 2004, and 2003, the company granted 268,879,
241,860 and 196,294 shares of restricted stock awards with
weighted-average fair values of $69.36, $61.83 and $45.29 per
share, respectively. The total compensation expense for the
restricted stock plans, which is being amortized over the restricted
periods, was $15 million, $8 million and $4 million in 2005, 2004
and 2003, respectively.

23. EMPLOYEE INVESTMENT AND SAVINGS PLANS

The company has defined contribution plans related to employee
investment and savings plans primarily in the U.S. Company

contributions and costs under these plans were $81 million
in 2005, $43 million in 2004 and $25 million in 2003.

24, OTHER COMPREHENSIVE INCOME ITEMS

Other comprehensive income items under FASB Statement
No. 130, Reporting Comprehensive Income, are transactions
recorded in stockholders’ equity during the year, excluding net
income and transactions with stockholders. Following are the
items included in other comprehensive income (loss) and the
related tax effects in millions of dollars:

Before Tax After
Tax (Expense) Tax
Amount  Credit Amount
2003
Minimumn pension liability adjustment........... $ (72 $ 26 $ (46
Cumulative translation adjustment............... 210 4 214
Unrealized gain (loss) on derivatives;
Hedging 10SS . ..cvcv v s 41 14 (27)
Reclassification of realized
1083 10 NELINCOME....\ecvvvriererrivirninn 79 27) 52
Net unrealized gain 38 (13) 25
Unrealized holding gain and net gain on
INVESIMENTS™ .1vev e, 9 3 6
Total other comprehensive income 185 $ 14 § 199
2004
Minimum pension liability adjustment $ 1627 $(606 $ 1,021
Cumulative transiation adjustment................ 86 2 88
Unrealized gain (loss) on derivatives:
- Hed@ing 10SS ..o (19) 7 (12)
Reclassification of realized
0SS t0 NELINCOME. . vv.vvvcerncreie e 44 (16) 28
Net unrealized gain.... 25 9 16
Unrealized gain on investments:
HOIING G&IN....evvv v 3 m 2
Reclassification of realized gain to
NELINCOME ..ot 3 1 2
Net unrealized gain
Total other comprehensive income.... . $ 1738 $@613 $ 1,125

(continued)

38

Before Tax After
Tax (Expense) Tax
Amount  Credit Amount
2005
Minimum pension liability adjustment........... $ @86 $ 34 $§ (52
Cumulative translation adjustment............... 60 1 61
Unrealized gain (loss) on derivatives: '
Hedging gain.....c..ccoovoeeriineieen, 6 2 4
Reclassification of realized
1085 10 NEL INCOME. v 14 9] 9
Net unrealized gain. ..o, 20 ] 13
Unrealized holding loss and net loss
ON INVESIMENES™ ...oovvv s ©9) 3 {6)
Total other comprehensive income (0SS) ........ $ (15 % 31 ¢§ 16

* Reclassification of realized gains or losses to net income were not material.

25. FINANCIAL INSTRUMENTS

The fair values of financial instruments which do not approximate

the carrying values in the financial statements at October 31 in
millions of dollars follow:

2005 2004
Carrying Fair  Carrying  Fair
Value  Value Value  Value

$12,869 $12,696 $11,233 $11,173
$ 1458 § 1,438

——— e

$ 1,474 § 1468

Financing receivables

Restricted financing receivables...........
Short-term secured borrowings”™..........

Long-term borrowings
Equipment Operations
Financial Services

$ 2423 $ 27743 2,728 $ 3149
9316 9374 8362 8770

$11,739 $12,148 $11,090 $11,919

* See Note 16.

Fair Value Estimates

Fair values of the long-term financing receivables with fixed rates
were based on the discounted values of their related cash flows

at current market interest rates. The fair values of the remaining
financing receivables approximated the carrying amounts.

Fair values of long-term borrowings and short-term
secured borrowings with fixed rates were based on the discounted
values of their related cash flows at current market interest rates.
Certain long-term borrowings have been swapped to current
variable interest rates. The carrying values of these long-term
borrowings include adjustments related to fair value hedges.

Derivatives
All dertvative instruments are recorded at fair values and classified

as either other assets or accounts payable and accrued expenses on
the balance sheet (see Note 1).

Interest Rate Swaps

The company enters into interest rate swap agreements primarily
to more closely match the fixed or floating interest rates of the
credit operations’ borrowings to those of the assets being funded.




Certain interest rate swaps were designated as hedges of
future cash flows from commercial paper and variable interest
rate borrowings. The effective portion of the fair value gains
or losses on these cash flow hedges are recorded in other
comprehensive income and subsequently reclassified into interest
expense as payments are accrued and the swaps approach maturity.
These amounts offset the effects of interest rate changes on the
related borrowings. The amount of the gain recorded in other
comprehensive income at October 31, 2005 that 15 expected to
be reclassified to interest expense in the next 12 months if interest
rates remain unchanged is approximately $4 million after-tax.
These swaps mature in up to 44 months.

Certain interest rate swaps were designated as fair value
hedges of fixed-rate, long-term borrowings. The effective portion
of the fair value gains or losses on these swaps were offset by fair
value adjustments in the underlying borrowings.

Any ineffective portions of the gains or losses on all cash
flow and fair value interest rate swaps designated as hedges were
recognized currently in interest expense and were not material.
The amounts of gains or losses reclassified from unrealized in other
comprehensive income to realized in earnings as a result of the
discontinuance of cash flow hedges were not material. There were
no components of cash flow or fair value hedges that were excluded
from the assessment of effectiveness.

The company has certain interest rate swap agreemernts
that are not designated as hedges under FASB Statement No. 133,
Accounting for Derivative Instruments and Hedging Activities,
and the fair value gains or losses are recognized currently in
earnings. These instruments relate to swaps that are used to
facilitate certain borrowings.

Foreign Exchange Forward Contracts, Swaps and Options
The company has entered into foreign exchange forward contracts,
swaps and purchased options in order to manage the currency
exposure of certain receivables, liabilities, borrowings and expected
nventory purchases that were not designated as hedges under
FASB Statement No. 133. The fair value gains or losses from these
foreign currency derivatives are recogmized currently in cost of
sales or other operating expenses, generally offsetting the foreign
exchange gains or losses on the exposures being managed.

The company has designated certain foreign exchange
forward contracts and options as cash flow hedges of expected
inventory purchases. The effective portion of the fair value gains
or losses on these cash flow hedges are recorded in other compre-
hensive income and subsequently reclassified into cost of sales as
the inventory costs are recognized in cost of sales. These amounts
offset the effect of the changes in foreign exchange rates on the
related inventory purchases. The amount of the loss recorded in
other comprehensive income that 1s expected to be reclassified to
cost of sales in the next 12 months is approximately $1 million
after-tax. These contracts mature in up to 12 months.

The company has designated cross currency interest rate swaps
as fair value hedges of certain long-term borrowings. The effective
portion of the fair value gains or losses on these swaps is offset
by fair value adjustments in the underlying borrowings in interest
expense. The company has also designated foreign exchange
forward contracts and currency swaps as cash flow hedges of long-
term borrowings. The effective portion of the fair value gains or

39

losses on these forward contracts and swaps is recorded in other
comprehensive income and subsequently reclassified into other
operating expenses as payments are accrued and these instruments
approach maturity. This offsets the exchange rate effects on the
borrowing being hedged included in other operating expenses.

Any ineffective portions of the gains or losses on all cash
flow and fair value foreign exchange contracts, swaps or options
designated as hedges were recognized currently in earnings and
were not material. The amounts of gains or losses reclassified from
unrealized in other comprehensive income to realized in earnings
as a resule of the discontinuance of cash flow hedges were not material.
There were no components of cash flow or fair value hedges that
were excluded from the assessment of effectiveness.

26. SEGMENT AND GEOGRAPHIC AREA DATA FOR THE YEARS
ENDED OCTOBER 31, 2005, 2004 AND 2003

The company’s operations are organized and reported in four
major business segments described as follows:

The agricultural equipment segment manufactures and
distributes a full line of farm equipment and related service parts
— including tractors; combine, cotton and sugarcane harvesters;
tillage, seeding and soil preparation machinery; sprayers; hay and
forage equipment; material handling equipment; and integrated
agricultural management systems technology.

The commercial and consumer equipment segment
manufactures and distributes equipment, products and service parts
for commercial and residential uses — including tractors for lawn,
garden, commercial and utdlity purposes; mowing equipment,
including walk-behind mowers; golf course equipment; utlity
vehicles (including those commonly referred to as all-terrain
vehicles, or “ATVs”); landscape products and irrigation
equipment; and other outdoor power products.

The construction and forestry segment manufactures,
distributes to dealers and sells at retail a broad range of machines
and service parts used in construction, earthimoving, material
handling and timber harvesting — including backhoe loaders;
crawler dozers and loaders; four-wheel-drive loaders; excavators;
motor graders; articulated dump trucks; landscape loaders;
skid-steer loaders; and log skidders, feller bunchers, log loaders,
log forwarders, log harvesters and related attachments.

The products and services produced by the equipment
segments are marketed primarily through independent retail
dealer networks and major retail outlets.

The credit segment primarily finances sales and leases by
John Deere dealers of new and used agricultural, commercial and
consumer, and construction and forestry equipment. In addition,
it provides wholesale financing to dealers of the foregoing
equipment, provides operating loans, finances retail revolving charge
accounts, offers certain crop risk mitigation products and invests
in wind energy development.

Certain operations do not meet the materiality threshold
of FASB Statement No. 131, Disclosures about Segments of an
Enterprise and Related Information, and have been grouped
together as “Other”. The “Other” information primartly consists of
the health care operations, as well as certain miscellaneous operations.

Because of integrated manufacturing operations and
common adnunistrative and marketing support, a substantial
number of allocations must be made to determine operating




segment and geographic area data. Intersegment sales and
revenues represent sales of components and finance charges

which are generally based on market prices.

Information relating to operations by operating segment
in millions of dollars follows. In addition to the following

unaffiliated sales and revenues by segment, intersegment sales and

revenues in 2005, 2004 and 2003 were as follows: agricultural

equipment net sales of $105 million, $88 million and $61 million,
construction and forestry net sales of $13 million, $11 million and
$9 million, and credit revenues of $237 million, $216 million and

QPERATING SEGMENTS 2004 2003
Interest expense
Agricultural 8qUIPMENT* ... .vees. e $ 138 § 127 $ 133
Commercial and consumer equipment*........ 52 54 48
Construction and forestry™ ... cvinevenns 34 24 19
Credit ..o 607 423 437
COMPOratB... v e 21 205 218
INEErCOMPANY™..... ot cerers e (281) (241 (226)
TOtal oo $ 761 § 592 $§ 629

$209 million, respectively. * Includes interest compensation to credit operations for financing trade receivables.
OPERATING SEGMENTS 2005 2004 2003 Depreciation” and amortization
expense .
Net sales and revenues AQFICUNUTE) UIDMENT .o $ 238§ 25§ 213
Unaffiiated customers: : Commercial and consumer equipmert........ 75 73 69
Agricultural equipment net sales .............. $10567 $9,717 $7,390 Construction and f0restry ..o 66 65 60
Commercial and consumer equipment Credt 250 281
NBLSAIES .o 3605 3742 323 Other 8 8
Construction and forestry e
NBESIES 1o s 5229 4214 2728 Total § 621 § 631
Total net sales............. 19,401 17,673 13,349 *Includes depreciation for equipment on operating leases.
Credit revenues........c..cooe.... 1450 1,276 1,347 Equity in income (loss) of
Other revenuUEs™ ..o evccnere e 1,080 1,037 839 unconsolidated affiliates
TOtAL s e e e s $21931 $19,986 $15,535 Agricultural equUIPMENt ..o evnnrieniennes $ 8 3 2% ©
* Qther revenues are primarily health care operations’ premiums and fee revenue and Commerc'IaI and consumer equipment......... M @ M
the Equipment Operations’ revenues for finance and interest income, and other Gonstruction and L @ 12
income as disclosed in Note 28, net of certain intercompany efiminations. Credit ... s 1 1
Operating profit TOL vt vt § 68 18 S
Agricuttural eqUIPMENt ...c.. oo $ 970 $1072 § 329 " ]
Commercial and consumer equipment.......... 183 246 227 Idep tifiable operatlng assets ‘ ‘
Construction and forestry 689 587 152 Agricultural 8QUIPMENt ......coverrvvvecirinnns s $ 3383 $3145 § 2,778
creditr 491 466 474 Commercial and consumer equipment.......... 1,460 1,330 1,295
oter..... 41 5 30 Canstruction and forestry ..o 2,078 1,970 1,461
"""""" Credit oo 19,057 15,937 14,714
Total operating profit ..o 2,374 2376 1,212 OMNET oo 405 368 391
Interest income .............. s 103 64 59 COrpOrate™ . ..cveevcecrir v 7,254 6,004 5,689
investment income % TOMR v 333,637 $28,754 $26.258
[NEErest BXPENSE ...vvvivrervccrenr v 211) (205) (217 .
Foreign exchange loss from equipment *Corporate assets are primarily the Equioment Operations' prepaid pension costs,
operations’ financing activities 7 (10) (12) deferred income tax assets, marketable securities and cash and cash equivalents
""""""""" as disclosed in Note 28, net of certain intercompany eliminations.
Corporate expenses — Net .......ocoevvevveerniennnes (122) (111 62)
INCOME AXES ....ovvrvrvvverrcissss (718)  (708)  (337) Capital additions
TOAl oo (927) @70) (569 Agricultural equipment ..., $ 333 % 246 $ 205
NEEINCOME oo $ 1447 $1406 § 643 Commercial and consumer equipment.......... 67 64 71
' : Construction and forestry .......c.oceeveiviveinnnnn. 77 37 38
* Qperating profit of the credit business segment includes the effect of its interest (0 46 4 4
expense and foreign exchange:gains or losses. The “Other” operating profit includes other.... .o 1 14 5
health care’s investmentincome. — FEE e ~
T T T Tt s 24
Interest income* ot § 5248 365§ 30
Agriculturgl equipment e $ 63 6% 6 Investment in unconsolidated affiliates
Commercllal and consumer equipment.......... 5 5 4 AGrICUItUral @QUIDMERT oo v $ 20% 18 ¢ 19
gsnds.ttzticnon ANG FOTESHTY v 19 4;1 992 1 00% Commercial and consumer equipment.......... 3 4 6
BUL™ oo ' ' Construction and forestry .........coeveevinnierens 80 81 167
COrporate.........coevivverns e s 103 64 59 Credit...- 4 4 3
IRtErcompany™ ... e (281) (241) (226) Otter ]
Total....o $1078 $ 834 § 851 Total $ 107 $ 107 § 196

* Does nat include finance rental income for equipment on operating leases.

** Includes interest income from Equipment Operations for financing trade receivables.

(continued)




The company views and has historically disclosed its
operations as consisting of two geographic areas, the U.S. and
Canada, and outside the U.S. and Canada, shown below in
millions of dollars. No individual foreign country’s net sales and
revenues were material for disclosure purposes.

GEOGRAPHIC AREAS 2005 2004 2003

Net sales and revenues
Unaffiliated customers:
U.S. and Canada:
Equipment Operations net sales (80%)*., $13,511 $12,332 $ 9,249

Financial Services revenues (88%)*...... 1,991 1,845 1,861
TOMAL oo 15502 14177 11,110
Outside U.S. and Canada:

Equipment Operations net sales............ 5,890 5340 4100
Financial Services revenues................. 200 214 165

TOtA! evoveee 6,090 5554 4,265

OFher TeVENUBS ....vvveevr e e, 339 255 160
TOtal e e $21,931 $19986 $15,535

. The percentages indicate the approximate praportion of each amount that relates to
the U.S. only and are based upon a three-year average for 2005, 2004 and 2003.

Operating profit
U.S. and Canada: -

Equipment Operations..... $1208 $1284 $ 386
Financial Services.......... 472~ 418 469
TOtal e 1,770 1,702 855

Outside U.S. and Canada:
Equipment Operations.... 544 621 322
Financial Services.......... 60 53 35
_ Total cvecie e 604 674 357
TOAL oo e $ 2374 $2376 $1,212

Property and equipment
US. e $ 1,434 $1328 § 1,297
GEIMANY ... e e e 284 276 24
MEBXICO....cevvrieerisree e 195 200 215
QOther countries 452 358 323
TOtAl. e $ 2365 $ 2162 $ 2,076

27. SUPPLEMENTAL INFORMATION (UNAUDITED)

Quarterly information with respect to net sales and revenues and
earnings is shown in the following schedule. Such information is
shown in millions of dollars except for per share amounts.

First ~ Second  Third Fourth
Quarter  Quarter  Quarter  Quarter
2005
Net sales and revenues ................... $4127 $6622 $6,005 $5177
Income before income taxes............ 346 895 583 332
NELINCOME...vosvers v eenssmss v 223 604 387 233
Net income per share — basic.......... 90 2.46 1.60 97
Net income per share — diluted........ 89 2.43 1.58 .96
Dividends declared per share........... 28 31 31 31
Dividends paid per share ................ 28 28 3 .31

(continued)
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First Second Third Fourth
Quarter  Quarter  Quarter  Quarter
2004
Net sales and revenues ............... $3,484 $5877  $5,418 $5,207
Income before income taxes............ 262 742 585 525
NEtINCOME. ...cvvviire it 171 477 401 357
Net income per share — basic........... 70 1.93 1.61 1.44
Net income per share — diluted......... 68 1.88 1.58 1.41
Dividends declared per share........... 22 28 .28 28
Dividends paid per share ................. 22 22 .28 28

Net income per share for each quarter must be computed independently. As a result,
their sum may not equal the total net income per share for the year.

Common stock per share sales prices from New York Stock
Exchange composite transactions quotations follow:

First Second  Third Fourth
Quarter Quarter  Quarter  Quarter
2005 Market price

i $7249 $7398 $73.85
$61.01  $58.70 $56.99

2004 Market price .
HIGN e s v $67.41 $7493 $7049 $65.95
LOW.cs et ccnee et e e $59.20 $60.00 $60.60 $56.72

At October 31, 2005, there were 29,326 holders of record
of the company’s $1 par value common stock.

Dividend and Other Events

The board of directors, at its meeting on November 30, 2005,
increased the quarterly cash dividend by more than 25 percent
to $.39 per share, payable on February 1, 2006, to stockholders
of record on December 31, 2005. The board of directors also
authorized the repurchase of up to 26 million additional shares
of the company’s common stock. Repurchases of common stock
under this plan will be made from tme to time, at the company?
discretion, in the open market or through privately negotiated
transactions.

On December 6, 2005, the company announced it has
signed an agreement to sell all of the stock of its wholly-owned
subsidiary, John Deere Health Care, Inc., to UnitedHealthcare for
approximately $500 million. The company is projecting to close
the sale by April 1,2006. As of October 31, 2005, John Deere
Health Care, Inc. had total assets of approximately $375 mullion
consisting primarily of marketable securities and $250 million of
liabilities consisting primarily of accounts payable and accrued
expenses, and health care claims and reserves. The company
anticipates that a gain on the sale of approximately $350 million
pretax or $225 million after-tax will be recognized.



28. SUPPLEMENTAL CONSOLIDATING DATA

INCOME STATEMENT
For the Years Ended October 31, 2005, 2004 and 2003
(In millions of dollars)

EQUIPMENT QPERATIONS* FINANCIAL SERVICES
2005 2004 2003 2005 2004 2003

Net Sales and Revenues
NEESAIBS oot ettt .$19401.4 $ 176730  $ 13,3491
Finance and interest income . 118.8 83.2 77.6 $16015 $13537 ¢ 14240
Health care premiums and f8eS........ccoov oo 745.1 784.8 683.1
Other INCOME ...vevv et e 308.1 236.1 1453 100.9 154.3 145.3

TOMRE oo 19,828.3 17,992.3 13,572.0 2,4475 2,2928 22524
Costs and Expenses
COSt OF SAIES ..ot e et s 15,179.3 13,582.3 10,767.5
Research and development 8XPeNSES ........covivivcceerieiec e 677.3 6116 5773
Selling, administrative and general expenses ... 1,766.8 1,647.6 1,284.7 459.1 477 1 466.3
INEETESE BXDBNSE. ... evvveeet ittt see ettt 211.3 205.0 2176 607.3 4233 437.2
interest compensation 1o Financial SEMVICES ....vvvcvvvervicieies 2231 2051 199.6
Health care claims and costs : 573.9 650.3 536.1
Other Operating EXPENSES. ... v erieeriiremine e snaesesvs e arees s 146.4 97.7 578 2755 2714 309.0

TOMAL oo e e 18,204.2 16,349.3 13,104.5 1,915.8 1,822.1 1,748.6
Income of Consolidated Group before

INCOME TAXES ..o e 1,624.1 1,643.0 4675 5317 4707 503.8
Provision fOr iNCOME TAXES .......ovivie e 527.7 546.4 162.4 187.3 162.1 1745
Income of Consolidated Group...............c.occcooeeiiiciniiceriinnn 1,096.4 1,096.6 305.1 344.4 308.6 329.3
Equity in Income of Unconsolidated

Subsidiaries and Affiliates

CIBAM .. oo et bbb 317.4 306.2 3105 6 B 2

T ...ttt 33.0 33 275

TOMAL. oo 350.4 3095 338.0 ) 6

NEtINCOME ..ot $ 14468 $ 14061 $ 6431 $ 3450 $§ 3092 § 3297

* Deere & Company with Financial Services on the equity basis.

The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” (Deere & Company with Financial Services on the
Equity Basis) reflect the basis of conselidation described in Note 1 to the consolidated financial statements. The consolidated group data in the “Equipment
Operations” income statement reflect the results of the agricultural equipment, commercial and consumer equipment and construction and forestry operations.
The supplemental “Financial Services" data represent primarily Deere & Company's credit and health care operations. Transactions between the “Equipment
Operations” and “Financial Services” have been eliminated to arrive at the consolidated financial statements.

il



28. SUPPLEMENTAL CONSOLIDATING DATA (continued)

BALANGE SHEET
As of October 31, 2005 and 2004
(In millions of doltars except per share amounts)

ASSETS

Cash and €ash BQUIVAIBNES .........cc..ovir e oot
Cash equivalents deposited with unconsolidated subsidiaries.........c.ccceiiviiiieni,

Cash and Cash eQUIVAIBITS .....v.vvrveress s osts sttt cs s s
Marketahle SECUMHIES .......cvvvveereici ittt be e
Receivables from unconsolidated subsidiaries and affiliateS .........ccoovoevvieiiieicnirinnn
Trade accounts and notes receivable - net
FINancing receivabIes - MEL .c..oovi e
Restricted financing reCeiVaDIES-NEL ... ieriiiiri e
Other receivables
Equipment on 0perating 182885 = NBT......cc.cvvierviiiiiceiee e e
INVBIROMIES 11 ev v e et bt b s e s
Praperty and eQUIDIMENE - NBL.....cuiiri e s
Investments in unconsolidated subsidiaries and affiliates ......cccovverivvviiveiciveiiveiinnn
GOOAWIIL ... .ottt ettt
Other intangible ASSES = NBL.......ior et
Prepaid PENSION COSES ... ..iviviieiieees ettt s
Other assets
DEfErred INCOME TAXES ...vvvv.ivevsirecer ettt s b s e ab s
DEFErTBA CNAIGES ... v et e

TOMAL ASSEES............o.ovvoiicrec e et e et e s s

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES

ShOM-tErM DOITOWINES ©ovvvvvvvrcceers s e e e o
Payables to unconsolidated subsidiaries and affiliates.......c..ooovioeviiion o
Accounts payable and accrued expenses
Health care Claims and rBSEIVES ...t
ACCTUBH TAXBS vttt et e et
Deferred income taxes
LONG-EIM DOTTOWINGS ... vvevv st et ettt
Retirement benefit accruals and other HAbIES «....vv. e e

TOtAl HADIIHES ... et

STOCKHOLDERS’ EQUITY
Common stock, $1 par value (authorized — 600,000,000 shares;

issued — 268,215,602 shares in 2005 and 2004),

AUSIABA VAIUB.......oooveeii e e
Common stock in treasury, 31,343,892 shares in 2005

and 21,356,458 shares in 2004, At COSt.....co.vcovvviiiieie e e eev e
Unamortized restricted stock compensation
RETAINEA BAMINGS ...vvvvivvir et st

Minimum pension liabifity aQJUSIMENT ...t e e
Cumulative translation adjustment ...
Unrealized gain (108S) 0n derVativeS.........ccrovauiieinsieeseiens .
Unrealized gain On iMVESHIMENTS. ....ucvv v

Accumulated other comprehensive inCome (I0SS) .......ovevroeniieiierirner e
Total StOCKNOIAETS” BQUITY. ... vvvv ettt s

Total Liabilities and Stockholders’ EQUItY ................ccocorvmvvcvrorviinriinrsrinerns

EQUIPMENT OPERATIONS*
2005 2004
$ 10439 $ 29151
179.7 224.4
21236 3,1395
21587
324.4 1,469.5
8737 7815
56 647
401.2 498.4
: 89
21349 1,999.1
2,277.3 21123
24784 2,250.2
1,088.5 9736
183 216
26385 24745
173.5 206.2
729.7 656.7
102.2 86.8
$ 17,5285 $ 16,7435
$ 6774 $ 3119
1411 142.8
4,044.7 3683.8
188.2 162.0
1.8 35.9
24234 2,7285
3,190.4 3,285.8
10677.0 10,350.7
2,081.7 2,0435
(17435 (1,040.4)
(16.4) (2.7
6,556.1 5,445.1
6,877.9 6,435.5
(108.9) (57.2)
70.6 9.1
6.2 (6.4)
5.7 11.8
(26.4) (42.7)
6,851.5 6,392.8
$ 17,5285 $ 16,7435

FINANCIAL SERVICES

2005 2004
$ 3142 $ 2660
314.2 266.0
291.0 246.7
3 7
26216 2,765.8
12,8638 11,167.9

14579
159.9 164.6
1,335.6 12880
87.6 494
43 41
A
24.2 186
257.3 309.1
11.1

325 237
$ 19,461.3 $ 16,304.7
$ 6,206.4 $ 31456
4857 16763
7179 631.0
128.4 135.9
26.1 172
163.6 155.3
9,315.4 8,361.9
419 339
17,085.4 14,157.1
997.8 974.1
13209 11427
2,318.7 2,116.8
409 243
7.4 (5.3)
8.9 118
57.2 30.8
2,375.9 21476
$ 19,4613 $ 16,304.7

* Deere & Company with Financial Services on the equity basis.

The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” (Deere & Company with Financial Services on the
Equity Basis) reflect the basis of consolidation described in Note 1 to the consolidated financial statements. The supplemental “Financial Services” data represent
primarily Deere & Company’s credit and health care operations. Transactions between the “Equipment Operations” and “Financial Services” have been eliminated

to arrive at the consolidated financial statements. 43



29. SUPPLEMENTAL CONSOLIDATING DATA (continued)

STATEMENT OF CASH FLOWS
For the Years Ended October 31, 2005, 2004 and 2003
(In millions of dollars)

EQUIPMENT OPERATIONS*
2005 2004 2003

Cash Flows from Operating Activities
NEEINCOME oot e et e $ 14468 $ 14061 $ 6431
Adjustments to reconcile net income to net cash

provided by operating activities:

Provision for doubtful receivables .........cooceconivinnnoncnrnes 132 93 179
Provision for depreciation and amortization............ccc.coeerionrieen. 3774 362.7 3416
Undistributed earnings of unconsolidated subsidiaries
and AfflIAtES ..o s (181.8) 156.2 (86.9)
Provision (credit) for deferred income taxes .........ccovvvns e 40.2) 3744 198
Changes in assets and liabilities:
RECEIVADIES.......cvvr e e 16.7 (112.9) 3386
IMVEMTEOMIES ovvvvvr vt erceetereen s e e e {68.5) (293.6) 84.1
Accounts payable and acCrued EXPENSES. ..o 295.6 916.0 (162.0)

O™ et (197.9) (1,435.0) 7.1

Net cash provided by operating activities ............c..c..co...... 16614 1,3832 1,203.3
Cash Flows from Investing Activities
Coliections Of rECEVADIES ... ...v.ov oo e 370 115 .
Proceeds from sales of financing receivables
Proceeds from maturities and sales of marketable securities........... 1,016.0 :
Proceeds from sales of equipment on operating leases................. 5.6 8 1
Proceeds from Sales Of DUSINESSES ....v.iveer i e 50.0 90.4 - 22.5
Cost of receivables 8CQUITE........c.cviveriverivcrmrerierier e (17.3) 4.2)
Purchases of marketable SECUMES .....cccovvireviericver e {3,175.4)
Purchases of property and €QUIPMENt ........ccovevevceieees i (466.9) (345.9 (303.4)

Cost of operating 18ases aCquired.........cc.coeervvveisiieneseriniercieeons 2.8)

Acquisitions of businesses, net of cash acquired............o.cceeierenee (169.7) (192.9) {10.6)

Decrease (increase) in receivables from unconsolidated affiliates ...

OBNBE ettt {105 344 9.4
Net cash used for investing activities......cocoveeicvcinv v, (2,750.9) (393.5) (277.5)

Cash Flows from Financing Activities

Increase (decrease) in short-term DOFOWINGS «...vovvceevrivenivivis e 96.7 63.3) (123.2)

Change in intercompany receivables/payables ..o s 1,132.7 (1,656.1) 505

Proceeds from long-term BOMOwWINgS.......c.ovcvvevvernr e 10.9 91

Principal payments on long-term BOmowings . .......ocovvvveericvnriennne s (76.6) (267.4) (19.0)

FINANCIAL SERVICES
2005 2004 2003

$ 3450 $ 3092 § 3297

12.9 421 88.9
297.9 291.7 3290
{6) (5 (4
©.1) 106 13,
@.3) 35.6 (42.5)
785 0.0 (29.6)
(134.9) (26.3) 5.9

585.4 653.4 694.3

27,4073 - 240151 19,3963
1327 2,333.6 1,941.0

489 66.7 76.4
3935 4436 5144

2
(304152) (27.864.3) (22,011.5)
(100.9) 79.5) (118.2)
@5.7) (18.0) 6.2)

6874  (B711) (4709

. 274.3 (14.5
(429 {37.2) {39.3)

(3,309.7)  (1,436.6) (732.5)

17177 (292.8) 250.1
(11774 12643 (563.2)
38054 21787 33038
(14330) (20452 (25237)

(166.7) (@442) (2479

Procseds from issuance of CommOon StOCK..........ooeeeevveeriveesririnninas 193.6 2508 1745
Repurchases of commOon SIOCK............vceriieienerivniir e e 918.9 (193.1) (4)
DIVIAENTS PRI ..o.vvvvvvsv e veni s s (289.7) (246.6) (210.5)
Oter.. e PP UOTOTURTPOO 2.0) {4) (1.8
Net cash provided by (used for) financing activities ........... 95.8 (2,165.2) (120.8)
Effect of Exchange Rate Changes on Cash......................... (22.2) 27.6 531
Net Increase (Decrease) in Cash and Cash Equivalents...... {1,0159) (1,147.9) 858.1
Cash and Cash Equivalents at Beginning of Year................. 3,139.5 4,287.4 3,429.3
Cash and Cash Equivalents at End of Year....................... $ 21236 $ 31395 $42874

23.7 2.7
2,769.7 663.5 2191
2.8 10.5 18.0
482 (109.2) 198.9
266.0 3752 176.3

$ 3142 & 2660 § 3752

* Deere & Company with Financial Services on the equity basis.
**Primarily related to pension and other postretirement benefits in 2004.

The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” (Deere & Company with Financial Services on the
Equity Basis) reflect the basis of consolidation described in Note 1 to the consolidated financial statements. The supplemental “Financial Services” data represent
primarily Deere & Company’s: credit and health care operations. Transactions between the “Equipment Operations” and "Financial Services” have been eliminated

to arrive at the consolidated financial statements.
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DEeere &« COMPANY
SELECTED FINANCIAL DATA

(Dollars in millions except per share amounts)

2005 2004 2003 2002 2001 2000 1999 1998 1997 1996

Net 5a8S and FeVENUBS......ccevvveeeriiereneciens e $21,931 $19,986 $15535 $13,947 $13293 $13137 $11,751 $13822 $12,791  $11,229
NEt SAIBS ... 19,401 17,673 13349 11,703 11,077 11,169 9,701 11926 11,082 9,640
Finance and interest iNCOME ....oo.overvivieeerec e, 1,440 1,196 1,276 1,339 1,445 1,321 1,104 1,007 867 763
Research and development expenses.......ccoc... ... 677 612 577 528 580 542 458 445 412 370
Selling, administrative and general expenses....... 2,219 2,117 1,744 1,657 1,717 1,505 1,362 1,309 1,321 1,147
INTErESt EXPENSE .ovvvvvrev e 761 592 629 637 766 677 557 519 422 402
income (loss) before.goodwill amortization ....... 1,447 1,406 643 372 (13) 526 264 1,036 978 828
Goodwill amortization — after-tax ... 53 51 40 25 15 18 11
NELINCOME (10SS) . vevvvvivvrris e, 1,447 1,406 643 319 (64) 486 239 1,021 960 817
Return on Net SaIBS c.covvrvvcr e 7.5% 8.0% 4.8% 2.7% (6)% 4.3% 2.5% 8.6% 8.7% 8.5%
Return on beginning stockholders’ equity ......... 22.6%  35.1% 20.3% 8.0% (1.5% 11.9% 5.9% 24.6% 27.0% 26.5%
Income (loss) per share before goodwill

amortization — basiC..........ccc.co.coceereviernnn. $ 595 ¢$ 569 $ 268 $ 156 $ (05 $ 224 $ 114 § 426 $ 38 $ 318
Net income (loss) per share — basiC ... 5.95 5.69 2.68 1.34 (.27) 2.07 1.03 4.20 3.78 3.14
Net income (loss) per share — diluted..........ccc.... 5.87 5.56 2.64 1.33 (.27 2.06 1.02 416 3.74 311
Dividends dectared per share........cccovvveeeriovennes 1.21 1.06 .88 .88 .88 .88 .88 88 80 .80
Dividends paid per Share ........cocevivenivieennnivonns 118 1.00 88 .88 .88 .88 88 .86 .80 .80
Average number of common

shares outstanding (in milfions) - basic .......... 2433 2472 2402 2382 2350 2343 23289 2433 2537 260.5

: - diluted......... 246.4 253.1 2433 240.9 236.8 236.0 2344 2457 256.6 263.2
TOtAH @SSBIS. .. evvvvvervecervee e e $33,637 $28,754 $26258 $23768 $22663 $20,469 $17578 $18002 $16320 $14,653
Trade accounts and notes receivable — net............ 3,118 3,207 2,619 2,734 2,923 3,169 3,251 4,059 3,334 3,153
Financing receivables — Net..........ccccoomrvveiviirinn, 12,869 11,233 9,974 9,068 9,199 8,276 6,743 6,333 6,405 5912
Restricted financing receivables —net ... 1,458
Equipment on operating leases — net ............o.ce..o. 1,336 1,297 1,382 1,609 1,939 1,954 1,655 1,209 775 430
ITVENEOTIES ocovvvves e ees e e s 2,135 1,999 1,366 1,372 1,506 1,553 1,294 1,287 1,073 829
Property and equipment — net......... . 2,365 2,162 2,076 1,998 2,052 1,912 1,782 1,700 1,524 1,352
Short-term borrowings:

Equipment Operations.......c....cccvvvvresiivennnnn s 678 312 577 398 773 928 642 1,512 171 223

Financial Services ............cceeveveerieveeeesien, 6,206 3,146 3,770 4,039 5,425 4,831 3,846 3,810 3,604 2,921

TOtAl e 6,884 3,458 4,347 4,437 6,198 5,759 4,488 5322 3,775 3,144

Long-term borrowings:

Equipment OperationS............ccvvivvnervccnnnnn. 2,423 2,728 2,727 2,989 2,210 1,718 1,036 583 540 626

Financial SErVICES .....covrvvnrivnricereninnens 9,316 8,362 7,677 5,961 4,351 3,046 2,770 2,239 2,083 1,799

TOMAl oot 11,739 11,090 10,404 8,950 6,561 4,764 3,806 2,792 2,623 2,425

Total stockholders’ equity .......c.ooovrvieriiers v 6,852 6,393 4,002 3,163 3,992 4,302 4,094 4,080 4147 3,557
Book valug Per Share ......cc..cvcvervoeriorerrioncnnnens $2892 $2590 $ 1643 $1324 $1682 §$1834 §$1751 §$175 §$ 1657 §$ 1383
Capital expenditlres........occoovovvveeriveeerceee e $§ 512 $§ 364 $ 313 $ 358 $ 485 $ 4189 $§ 308 $ 438 $ 482 § 277
Number of employees (at year end) ..................... 47,423 46,465 43,221 43,051 45069 43670 38,726 37,002 34420 33919
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STOCKHOLDER INFORMATION

ANNUAL MEETING

The annual meeting of company stockholders will be held at
10 a.m. on February 22,2006, at the Deere & Company
World Headquarters, One John Deere Place, Moline, Illinos.

TRANSFER AGENT & REGISTRAR

Send address changes, certificates for transfer and inquiries
concerning lost, stolen or destroyed stock certificates or divi-
dend checks to:

Deere & Company

c/0The Bank of New York

Reccive & Deliver Dept. - 11W

P.O. Box 11002, Church Street Station,
New York, NY 10286

Phone toll-free: 1-800-268-7369
From outside the U.S., call: (610) 312-5303
TTY: 1-888-269-5221

www stockbny.com

DIVIDEND REINVESTMENT &

DiRECT PURCHASE PLAN

Investors may purchase initial Deere & Company shares and
automatically reinvest dividends through The Bank of New
York's BuyDIRECT™ Plan. Automatic monthly cash investments
can be made through electronic debits.

For inquirtes about existing reinvestment accounts, call the
toll-free number abcrve, or write to:

Deere & Company - DRP
c/0The Bank of New York
P.O. Box 1958

Newark, NJ 07101-9774

STOCKHOLDER RELATIONS

Deere & Company welcomes your comments:
Deere & Company
Stockholder Relations Department
One John Decre Place, Moline, IL 61265-8098
Phone: (309) 765-4539 Fax: (309) 765-5671
wiww. JohnDeere.com

INVESTOR RELATIONS
Securities analysts, portfolio managers and representatives
of financial institutions may contact:

Marie Ziegler

Vice President, Investor Relations

Deere & Company

One John Deere Place, Moline, 1L 61265-8098
Phone: (309) 765-4491

wiww, JohnDeere.com

Stock EXCHANGES
Deere & Company common stock is listed on the New York
Stock Exchange under the ticker symbol DE.

Form 10-K

The Form 10-K annual report to the Securities and Exchange
Commission will be available online in January, or upon
written request to Deere & Company Stockholder Relations.

AUDITORS
Deloitte & Touche LLP
Chicago, Llinois

CERTIFICATIONS REGARDING PusLic

DiSCLOSURES & LISTING STANDARDS

Deere has filed with the Securities and Exchange Commission as
exhibits 31.1 and 31.2 to its Form 10-K for the year ended
October 31, 2005, the certification required by Section 302 of the
Sarbanes-Oxley Act regarding the quality of the company's public dis-
closure. In addition, the annual certification of the Chief Executive
Officer regarding compliance by Deere with the corporate gover-
nance listing standards of the New York Stock Exchange was submit-
ted without qualification to the New York Stock Exchange following
the February 2005 annual shareholder meeting,

CORPORATE LEADERSHIP
ROBERT W. LANE (24)

Chairman and Chief Executive Officer

JAMES R. JENKINS (5)
Senior Vice President and General Counsel

NATHAN |. JONES (27)

Senior Vice President and Chief Financial Officer

FRANCES B. EMERSON*

Vice President, Corporate Communications
and Brand Management

JAMES M. FiELD (11)

Vice President and Comptroller

MERTROE B. HORNBUCKLE (30)
Vice President, Human Resources

KenneTH C. HunN (30)

Vice President, Industrial Relations

THoMAS K. JARRETT (17)
Vice President, Taxes

MICHAEL ]. MACK, JR. (19)

Vice President and Treasurer

Gary L. MEDD (39)

Vice President, Internal Audit

ROBERT E. MouLps (35)

Vice President, Engineering

LiNpa E. NEWBORN (33)
Vice President and Chief Compliance Officer

WiLLiaM FE. NORTON (5)
Vice President, Worldwide Supply Management

DENNIS R. ScHWARTZ (38)
Vice President, Pension Fund and Investments

CHARLES R. STAMP, JR. (6)
Vice President, Public Affairs Worldwide

MARTIN L. WILKINSON (28)

Vice President, Information Technology

MARIE Z. ZIEGLER (27)

Vice President, Investor Relations

James H.. BECHT (26)

Corporate Secretary and Associate General Counsel

OPERATING OFFICERS
WORLDWIDE AGRICULTURAL OPERATIONS

Davip C. EVERITT (30)

President, Agricultural Division - Europe,
Africa, Middle East, South America and
Global Harvesting Equipment Sourcing

Max A. GuinN (25)

Senior Vice President, Manufacturing and Engineering,

Global Harvesting Equipment
Danier C. McCase (31)

Senior Vice President, John Deere Agri Services

JAMES A. ISRAEL (26)

Vice President, Marketing and Product Support -
Europe, Africa, Middle East

H.J. Markiey (31)

President, Agricultural Division - North America,

Australia, Asia and Global Tractor and Implement Sourcing

DoucgLas C. DEVRIES (31)

Senior Vice President, Agricultural Marketing -
North America, Australia, Asia

BHARAT S. VEDAK (16)
Senior Vice President, John Deere Intelligent
Mobile Equipment Technologies

ADEL A. ZAKARIA (29)

Senior Vice President, Manufacturing and Engineering,

Global Tractor and Implement Sourcing

WORLDWIDE GONSTRUCTION & FORESTRY

SAMUEL R. ALLEN (30)
President, Worldwide Construction & Forestry Division
and John Deere Power Systems

ROGER L. BRIDGES (33)
Vice President, Strategic Partnerships

Bos B. BROCK (27)
Senior Vice President, Worldwide Construction Sales
and Marketing

BARRY W, SCHAFFTER (32)
Senior Vice President, Engineering and Manufacturing

WORLDWIDE COMMERCIAL & CONSUMER EQUIPMENT

-JoHN ]. JENKINS (38)

President, Worldwide Commercial &
Consumer Equipment Division

RANDAL A. SERGESKETTER (25)

Senior Vice Presidéent, Manufacturing, Engineering
& Supply Managernent

RogerT C. Hove (26)
Vice President, Worldwide Sales

VivieN H. Jokuik (4)
Vice President, Worldwide Marketing & Order Fulfillment

DaviD P. WERNING (29)
President, John Déere Landscapes

SERVICE OPERATIONS

Jon D.VOLKERT (11)
President, John Deere Credit

JAMES R. JABANOSKI (25)
Senior Vice President, Equipment Lending, U.S. & Canada

STEPHEN PuLLv (11)

Senior Vice President, International Financing

LAWRENCE W. SIDWELL (6)
Senior Vice President, Agricultural Financial Services

RICHARD L. BARTSH (13)
President, John Deere Health

JEAN GILLES (25)

Senior Vice President, John Deere Power Systems

DieTER HECHT (37)

Vice President, Worldwide Parts Services

() Figures in parentheses represent complete years of
company service thfough 1/1/06; assignments as of 1/1/06,

*Joined company in: 2005

Unless otherwise indicated, all capitalized names
of products and services are trademarks or service
marks of Deere & Company.

®




BOARD OF DIRECTORS

Joun R. BLock (19)
Exceutive Vice President and President
Wholesale Division

Fond Marketing institute

trade association

CrRANDALL C, BOWLES {9}

Chairman and Chief Executive Officer
Springs Industries, Inc.
textiles

VANCE D. COFFMAN (1)
Retired Chairman

Lockheed Martin Corporation

aerospace, defense and information technology

T. Kevix DUNNIGAN (5)
Retired Chairman

Thomas & Betts Corporation
elecerical components

COMMITTEES

AuDIT REVIEW COMMITTEL

T. Kevin Dunnigan, Chair
Leonard A, Hadley

Dipak C. Jain

Joachim Milberg

Thomas H. Patrick
Aulana L. Peters

COMPENSATION COMMITTEE
Arthur L. Kelly, Chair
John R, Block
Crandall C. Bowles
Vance D. Coffman

Antonio Madero B.
john R, Walter

Directors from left: John R. Block, Leonard A. Hadley, Yance D. Coffman, Dipak €. Jain, Antonic Madero B.,
Joachim Milberg, Robert W. Lane, Aulana L. Peters, John R, Walter, Crandall G. Bowtes, T. Kevin Dunnigan,
Arthur L. Kelly, Thomas H. Patrick. Photo taken at John Deere Turf Care factory near Ralgigh, North Carolina.

LEONARD A, HADLEY (11)

Retired President and Chief Executive Officer
Maytag Corporation

appliances

Dipak C. JAIN (3)

Dean, Kellogg School of Management
Northwestern University

education

ARTHUR L, KeLLY (12)

Managing Partner
KEL Enterprises L.P.
holding and investment parenership

ROBERT W. LaANE (5)

Chairman and Chiel Executive Officer
Deere & Company

ANTONIO MADERO B. (8)

Chairman and Chief Executive Officer
SANLUIS Corporacién, S,A. de C.V,
automozive components manqﬁlcturing

JOACHIM MILBERG (2)
Chairman, Supervisory Board
Bayerische Motoren Werke (BMW) A.G.
motor vehicles

THoOMAS H. PATRICK (5)
Chairman

New Vernon Capital, LLC

private equity

Aurana L. PETERS (3)
Retired Partner

Gibson, Dunn & Crutcher LLP
Jaw

Joun R, WALTER (14)

Chairman
Ashlin Management Company
P”l'ﬂlf investments

{) Figures in parentheses represent complete
years of board service through 1/1/06;
positions as of 1/1/06

CORPORATE GOVERNANCE COMMITTEE
Crandall C. Bowles, Chair
John R, Block
Vance D, Cotfman
T. Kevin Dunnigan
Leonard A, Hadley
Joachim Milberg
Jobn R, Walter

ExgcuTive COMMITTEE
Robert W. Lane, Chair
Crandail C. Bowles
T. Kevin Dunnigan
Arthur L, Kelly
Thomas H. Patrick

PENSION PLAN OVERSIGHT COMMITTEE

Thomas H. Patrick, Chair
Dipak C. Jain

Arthur L. Kelly

Antonio Madero B.
Aulana L. Peters




More powerful 3860 STS combine,
available for model year 2008,
offers Increased threshing capacity
and grain quality. Worldwide farm

machinery sales rise 9% with oper- DEER E & CO M PAN Y
ating profit of $970 million for year. 200 5 H | G H LI G H TS

SOLID FINANCIAL PERFORMANCE: Net income
for year totals $1.45 billion, highest ever,
squiprent sales jump 10%.

ACCOLADE FOR INNOVATION: Company honored
for-innovation at Agritechnica, a leading farm
machinery exposition; products recognized include
8030 tractors-and automated guidance system.

In support of focus on global growth,
Deere expands presence in forestry
market in Russia and opens seeding
equipment assembly plant there.
Fquipment sales outside U.S. and 4 = ) . ‘
Canada increase 10%, to $5.9 billion, ‘ : TOP-NOTCH EMPLOYER: AARP names Deere to
il : b : : list of best employers for workers over 50 years old.

ENVIRONMENTAL PACESETTER: Program initiated
to-use B2 - a hlend:of 2% biodiese! fuel — as
preferred factory-fill-for many John Deere products.

CORPORATE CITIZENSHIP EXTENDEB: John Deere
Foundation makes $3 million commitment to KickStart
to help lift African farmers out of poverty.

Deere Introduces 844J loader, whose LARGER LANDSCAPES FOOTPRINT: John Deere
7-yard capacity offers increased Landscapes acquires United Green Mark, inc

productivity. C&F safes and profits reach presence in fast-grawing West Coast market;
new record as a result of an improved )

focus on efficiency, strong market
conditions and success of new progucts.

CREDIT A STRONG:;EON'[RIBUT ]

I (R
by exceptional portielio gua
net income reachesirecoret $317 mill

TARGETING GLOBAL-GROWA

purchases renial ershif

factory and: breaks giound: for
Select Series, a bold line of premium { ) S drivetrain factory; vitually
lawn and garden tractors, introduced e
for 2006. C&CE sales total $3.6 billion
with operating profit of $183 miflion.

class Indian tractor factory ag

i

PowerTech Plus 9.0L engine delivers
improved performance and fuel economy
in a Tier 3 engine package. Engine is
fully integrated info new 8030-series

Deere & Company
row-crop tractors.

One John Deere Place
Moling, lllingis 61265
Phone: 309.765.8000
www.JohnDeere.com




